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division's  operations.   These  recommendations  include: 
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►  Overpayment  of  disability  retirement  payments  totalling 
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FINANCIAL-COMPLIANCE  AUDITS 


Financial-compliance  audits  are  conducted  by  the  Office  of  the  Legislative  Auditor  to  deter- 
mine if  an  agency's  financial  operations  are  properly  conducted,  the  financial  reports  are  pre- 
sented fairly,  and  the  agency  has  complied  with  applicable  laws  and  regulations  which  could 
have  a  significant  financial  impact.  In  performing  the  audit  work,  the  audit  staff  uses  stand- 
ards set  forth  by  the  American  Institute  of  Certified  Public  Accountants  and  the  United  States 
General  Accounting  Office.  Financial-compliance  audit  staff  members  hold  degrees  with  an 
emphasis  in  accounting.  Most  staff  members  hold  Certified  Public  Accountant  (CPA) 
certificates. 

The  Single  Audit  Act  of  1984  and  OMB  Circular  A- 128  require  the  auditor  to  issue  certain 
financial,  internal  control,  and  compliance  reports  regarding  the  state's  federal  financial 
assistance  programs,  including  all  findings  of  noncompliance  and  questioned  costs.  This 
individual  agency  audit  report  is  not  intended  to  comply  with  the  Single  Audit  Act  of  1984 
or  OMB  Circular  A- 128  and  is  therefore  not  intended  for  distribution  to  federal  grantor 
agencies.  The  Office  of  the  Legislative  Auditor  issues  a  statewide  biennial  Single  Audit 
Report  which  complies  with  the  reporting  requirements  listed  above.  The  Single  Audit  Report 
for  the  two  fiscal  years  ended  June  30,  1991  has  been  issued.  Copies  of  the  Single  Audit 
Report  can  be  obtained  by  contacting: 

Office  of  the  Legislative  Auditor 

Room  135,  State  Capitol 

Helena,  MT  59620 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Public  Employees' 
Retirement  Division  (division)  of  the  Department  of  Administration  for  the  two 
fiscal  years  ended  June  30,  1992.   Included  in  this  report  are  recommendations 
concerning  retirement  payments  to  deceased  individuals  and  overpayment  of 
disability  retirement  payments.   Also  included  in  the  report  is  a  recommendation 
concerning  testing  data  on  the  division's  computer  system  for  accuracy  and 
completeness  and  a  disclosure  issue  relating  to  the  funding  of  the  Judges' 
Retirement  System.   The  division's  written  response  to  the  audit  recommendation  is 
included  in  the  back  of  the  audit  report. 

We  thank  the  administrator  and  his  staff  for  their  assistance  and 
cooperation. 


Resnectfullv  submitte 


Scott  A.  Seacat 
Legislative  Auditor 
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Summary  of  Recommendations 


This  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  division's  response  thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


We  recommend  the  Public  Employees'  Retirement 
Division  annually  compare  its  benefit  payment 
file  of  retirees  to  information  on  deceased 
individuals  provided  by  the  Social  Security 
Administration  and  the  Montana  Department  of 
Health  and  Environmental  Sciences 


Agency  Response:   Concur.   See  page  C-3. 


Recommendation  #2 


We  recommend  the  Public  Employees'  Retirement 
Division  verify  wage  information  for  individuals 
receiving  disability  benefits 


Agency  Response:   Concur.   See  page  C-3. 


Recommendation  #3 


We  recommend  the  Public  Employees'  Retirement 
Division  properly  review  changes  to  retirement 
files 


Recommendation  #4 


Agency  Response:   Concur.   See  page  C-3. 

We  recommend  the  Public  Employees'  Retirement 
Division  test  data  for  accuracy  and  complete- 
ness before  providing  it  to  the  actuary 


Recommendation  #5 


Agency  Response:   Concur.  See  page  C-4. 

We  recommend  the  Public  Employees'  Retirement 

Division  deposit  receipts  in  a  timely  manner 

as  required  by  state  law 


10 


Agency  Response:   Concur.   See  page  C-4. 


Page  iii 


Introduction 


Intnxluctioii 


We  performed  a  financial-compliance  audit  of  the  Public 
Employees'  Retirement  Division  (division)  for  the  two  fiscal 
years  ended  June  30,  1992.   The  audit  objectives  were  to: 


1.  Recommend  improvements  in  the  division's  management  and 
internal  controls. 

2.  Determine  the  implementation  status  of  the  prior  audit 
recommendations. 

3.  Determine  the  division's  compliance  with  applicable  laws 
and  regulations. 

4.  Determine  if  the  financial  schedules  present  fairly  the  results 
of  the  division's  operations  for  the  two  fiscal  years  ended 
June  30,  1992. 

This  report  contains  five  recommendations  which  address  areas 
where  controls  over  benefit  payments,  deposit  of  receipts,  and 
accuracy  of  the  information  on  the  division's  computer  system 
can  be  improved. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed  the  cost,  if  significant,  of  implementing  the  recom- 
mendations contained  in  this  report.   Other  areas  of  concern 
deemed  not  to  have  a  significant  effect  on  the  successful  opera- 
tions of  the  division  are  not  specifically  included  in  this  report, 
but  have  been  discussed  with  the  administrator  and  his  staff. 


Background 


The  Public  Employees'  Retirement  Division  of  the  Department 
of  Administration  manages  the  activities  of  seven  retirement  sys- 
tems and  a  pension  plan  as  listed  below: 


1.  Public  Employees'  Retirement  System 

2.  Municipal  Police  Officers'  Retirement  System 

3.  Game  Wardens'  Retirement  System 

4.  Sheriffs'  Retirement  System 

5.  Judges'  Retirement  System 

6.  Highway  Patrol  Retirement  System 

7.  Firefighters"  Unified  Retirement  System 

8.  Volunteer  Firefighters'  Pension  Plan 
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Introduction 


The  division  is  administratively  attached  to  the  Department  of 
Administration.   A  six-member  Public  Employees'  Retirement 
Board  governs  the  division.   The  governor  appoints  board 
members  to  five-year  terms.   The  board  has  exclusive  control 
over  administering  the  funds  of  the  seven  retirement  systems  and 
the  pension  plan.  Staffing  and  other  administrative  functions  are 
the  responsibility  of  the  Department  of  Administration.   During 
fiscal  year  1991-92,  the  division  was  authorized  20  full-time 
equivalent  employees  and  appropriated  $937,177  to  administer 
the  retirement  systems  and  pension  plan. 

The  division  obtains  an  actuarial  valuation  of  the  retirement 
systems  biennially,  the  most  recent  of  which  was  as  of  July  1, 
1992.   The  purpose  of  the  valuation  was  to  determine  the  finan- 
cial position  of  the  funds  and  the  unfunded  accrued  liability 
based  upon  present  and  prospective  assets  and  liabilities  of  the 
systems.   The  division's  actuary  stated  in  the  reports  that  each  of 
the  seven  retirement  systems  is  actuarially  sound,  except  for  the 
Judges'  Retirement  System  (JRS).   The  JRS  provides  for  a 
contribution  of  34.71  percent  of  each  judges'  salary  from  district 
court  fees.   According  to  the  actuary,  the  fees  are  insufficient  to 
fund  the  normal  costs  and  unfunded  liability  of  the  JRS.   The 
actuarial  soundness  of  the  JRS  is  discussed  in  a  disclosure  section 
on  page  11.   Because  the  Volunteer  Firefighters'  Pension  Plan  is 
not  an  actuarially  funded  system,  the  actuary  did  not  perform  a 
valuation  of  this  plan.   A  summary  of  the  actuary's  findings  for 
each  retirement  system  is  contained  in  note  5  on  page  A-9. 
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Prior  Audit  Recommendations 


Prior  Audit  The  previous  audit  report  on  the  Public  Employees'  Retirement 

Recommendations  Division  contained  one  recommendation  to  the  division.   The 

division  partially  implemented  the  recommendation  related  to 
providing  the  actuary  with  complete  and  accurate  data.   This 
issue  is  discussed  again  in  the  report  beginning  on  page  8. 
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Findings  and  Recommendations 


Controls  Oyer  BeneGt 
Payments 


During  fiscal  years  1990-91  and  1991-92  the  Public  Employees' 
Retirement  Division  (division)  paid  approximately  $68,147,511 
and  $74,444,477,  respectively  in  benefit  payments.   The  follow- 
ing five  report  sections  discuss  areas  where  the  division  could 
improve  controls  over  benefit  payments  and  retirement  system 
operations. 


Payments  to  Deceased 
Retirees 


We  found  the  division  does  not  have  adequate  controls  to  ensure 
that  when  individuals  receiving  retirement  benefits  die  the 
retirement  payments  are  either  stopped  or  reduced  as  required 
by  state  law.  State  laws  for  the  retirement  systems  allow  retirees 
to  choose  a  variety  of  different  pension  benefit  options.   Under 
certain  options,  when  an  individual  dies  the  beneficiary  is  not 
entitled  to  retirement  benefits.   Under  other  options  the 
beneficiary  is  entitled  to  a  reduced  benefit  amount. 


To  determine  whether  the  division  paid  retirement  benefits  to 
deceased  individuals,  we  hired  an  independent  contractor.   The 
independent  contractor  compared  the  division's  file  of  retirees  to 
a  file  listing  deceased  individuals  which  was  originally  obtained 
from  the  Social  Security  Administration.   We  followed  up  on  a 
listing  of  deceased  individuals,  provided  to  us  by  the  contractor, 
and  found  the  division  overpaid  a  total  of  $54,357  in  retirement 
benefits  to  1 1  individuals  who  had  been  deceased  between  1  and 
42  months.   Until  we  brought  this  to  the  attention  of  division 
personnel,  the  division  was  unaware  the  retirees  had  died.  The 
division  has  since  followed  up  and  recovered  overpayments 
amounting  to  $28,146  from  the  estates  of  eight  of  the  eleven 
deceased  retirees. 

Division  personnel  indicated  they  depend  on  beneficiaries  and 
banks  to  inform  the  division  when  retirees  die.   However  based 
on  our  findings  the  division's  procedures  are  not  adequate  to 
ensure  that  it  receives  notification  of  all  deceased  retirees.   The 
division  should  establish  procedures  to  compare  retiree  files  to 
records  of  deceased  individuals.   It  cost  us  $1,100  to  have  an 
independent  contractor  compare  the  division's  retiree  file  and 
the  Teachers'  Retirement  Division  retiree  file  with  the  Social 
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Findings  and  Recommendations 


Security  Administration  file  of  deceased  individuals.   In 
addition,  the  Montana  Department  of  Health  and  Environmental 
Sciences  maintains  records  on  individuals  who  die  in  Montana. 
These  files  can  also  be  used  by  the  division  to  ensure  benefit 
payments  are  properly  disbursed  to  living  retirees.   Division 
officials  indicated  in  the  future  they  will  compare  retirement 
files  to  records  of  deceased  individuals  on  a  annual  basis. 


Recommendation  #1 

We  recommend  the  Public  Employees'  Retirement  Division 
annually  compare  its  benefit  payment  file  of  retirees  to 
information  on  deceased  individuals  provided  by  the  Social 
Security  Administration  and  the  Montana  Department  of 
Health  and  Environmental  Sciences. 


Disability  Benefits  The  division  does  not  have  adequate  controls  to  ensure  disability 

Overpaid  benefits  are  paid  in  accordance  with  state  law.   During  the  audit, 

we  noted  the  division  overpaid  $35,528  in  disability  benefits. 
Section  19-3-1103,  MCA,  requires  the  division  reduce  disability 
allowances  when  monthly  earnings  plus  the  monthly  disability 
retirement  benefit  exceed  monthly  earnings  at  retirement. 

The  division  could  improve  its  controls  by  comparing  its 
disability  retirement  file  with  wage  records  maintained  by  the 
Department  of  Labor  and  Industry  (DOLI).   DOLI  maintains 
quarterly  wage  reports  that  it  receives  from  Montana  employers. 
We  compared  the  division's  disability  file  to  DOLI  records  and 
noted  two  individuals  on  disability  retirement  who  were  over- 
paid $35,528  in  benefits.   The  division  did  not  reduce  the 
retirement  benefits  for  either  of  the  individuals  as  required  by 
law.   We  tested  the  files  of  825  persons  receiving  disability 
benefits  in  approximately  eight  hours. 

Division  personnel  indicated  a  letter  requesting  wage  and 
medical  information  is  sent  to  all  individuals  receiving  disability 
retirement.   However,  we  found  no  evidence  in  either  of  the  two 
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Findings  and  Recommendations 


individuals'  retirement  files  indicating  the  division  had  reviewed 
wage  information.   Division  personnel  stated  they  did  not  know 
why  the  wage  review  was  not  performed  in  1992  for  either  of 
the  individuals. 


By  not  performing  a  complete  annual  wage  review  of  applicable 
disability  retirement  claims,  the  division  cannot  ensure  compli- 
ance with  state  law.   In  past  audits  of  the  division  we  found 
similar  audit  concerns  and  recommended  the  division  work  with 
DOLI  to  verify  wage  information  for  persons  on  disability 
retirement.   The  division  concurred  with  the  recommendations; 
however,  presently  no  such  review  is  being  performed. 

Only  Montana  employers  are  required  to  report  wage  informa- 
tion to  DOLI,  so  the  review  we  performed  did  not  include  any 
wages  earned  by  individuals  receiving  disability  benefits  who 
live  in  other  states.   Therefore  the  division  should  also  verify 
wage  information  for  individuals  receiving  disability  benefits 
that  reside  in  other  states. 


Recommendation  #2 

We  recommend  the  Public  Employees'  Retirement  Division 
verify  wage  information  for  individuals  receiving  disability 
benefits. 


Review  of  Changes  to  The  division's  established  procedures  for  reviewing  the  propriety 

Retirement  Files  of  changes  to  the  retirement  system  files  are  not  functioning  as 

planned.   The  division  established  procedures  to  review  the 
propriety  of  changes  to  retirement  files  as  a  result  of  a  prior 
audit  recommendation.   It  is  important  for  the  division  to  review 
the  changes  to  retirement  files  because  several  division 
employees  have  authority  to  change  how  approximately 
$74  million  in  retirement  benefits  are  distributed.   Without 
appropriate  controls  over  these  changes,  the  division  increases  its 
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risk  that  errors  and  unauthorized  changes  could  be  made  to  the 
retirement  benefit  files  without  being  detected. 

We  noted  several  retirement  file  changes  selected  for  review  by  a 
division  employee  that  were  not  properly  tested.    For  example, 
in  one  month  we  found  six  file  changes  selected  for  testing  had 
been  improperly  traced  back  to  supporting  documentation.   We 
also  found  18  other  file  changes  were  erroneously  marked  "no 
change  noted,"  when  a  change  had  been  made  to  the  file. 

The  employee  responsible  for  testing  the  retirement  file  changes 
terminated  employment  in  January  1993  so  she  was  unavailable 
to  explain  the  procedures  used.  Supervisory  personnel  that  we 
spoke  with  at  the  division  were  also  unable  to  explain  the 
procedures.   File  changes  have  not  been  tested  since  the 
employee  terminated  in  January.   The  division  should  have 
assigned  the  responsibility  to  another  employee  on  a  temporary 
basis  until  the  position  is  filled. 

Division  personnel  stated  they  have  saved  the  necessary  reports 
and  plan  on  training  an  employee  to  perform  the  review  begin- 
ning with  January  1993  changes.   Timely  reviews  of  changes 
made  to  retirement  files  is  an  important  control  to  prevent  and 
detect  inappropriate  retirement  distributions.   We  believe  the 
division  should  establish  procedures  to  ensure  changes  are 
properly  tested.   The  procedures  should  include  cross-training 
another  employee  to  perform  the  review  when  necessary. 


Recommendation  #3 

We  recommend  the  Public  Employees'  Retirement  Division 
properly  review  changes  to  retirement  files. 
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Inaccurate  Information  The  division  obtains  a  biennial  actuarial  valuation  for  each  of 

Provided  to  Actuary  the  seven  retirement  systems  it  administers.  The  division's 

consulting  actuary  performs  various  calculations  based  on  the 
information  provided  by  the  division  and  concludes  on  the 
financial  position  of  the  funds,  and  the  unfunded  liability,  based 
upon  present  and  prospective  assets  and  liabilities  of  each 
retirement  system.  We  found  the  division  has  improved  the 
accuracy  and  completeness  of  the  data  since  our  prior  audit. 
However,  given  the  importance  of  providing  the  actuary  with 
complete  and  accurate  information,  we  believe  the  division 
should  test  the  data  before  it  is  given  to  the  actuary. 

We  identified  instances  where  the  information  on  the  division's 
data  system,  and  provided  to  the  actuary,  was  inaccurate  and 
incomplete.   The  types  of  errors  found  include  incorrect  service 
credit,  blank  fields,  and  other  inaccurate  information.   We  found 
the  salary  amount  for  many  of  the  453  members  of  the  Munici- 
pal Police  Officers'  Retirement  System  (MPORS)  were  incorrect. 
In  addition,  the  actuary  found  for  all  the  retirement  systems 
approximately  40  instances  of  inaccurate  service  credits  and 
salaries  as  well  as  over  200  members  with  missing  birth  dates  and 
codes  indicating  the  sex  of  the  member. 

If  the  division  provides  the  actuary  with  inaccurate  information 
it  increases  the  likelihood  of  the  actuary  producing  an  incorrect 
actuarial  valuation.   Incorrect  actuarial  valuations  have  the 
potential  to  cause  PERD  officials  to  make  incorrect  management 
decisions. 

Agency  personnel  indicated  they  are  currently  implementing  a 
new  data  system  and  believe  these  types  of  errors  will  not  be 
present  when  the  new  system  is  installed  and  is  operating.   In 
addition,  officials  indicated  it  would  be  difficult  to  test  the  data 
on  the  old  system.   PERD  should  establish  procedures  to  test  the 
accuracy  of  the  data  periodically  and  during  the  conversion 
process. 
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Findings  and  Recommendations 


Recommendation  #4 

We  recommend  the  Public  Employees'  Retirement  Division 
test  data  for  accuracy  and  completeness  before  providing  it 
to  the  actuary. 


Untimely  Deposits  During  our  audit  we  noted  instances  where  the  division  did  not 

deposit  all  receipts  in  a  timely  manner  as  required  by  state  law. 
State  law  requires  all  state  agencies  to  deposit  moneys  when  the 
accumulated  amount  of  coin  and  currency  exceeds  $100  or  total 
collections  exceed  $500. 

Out  of  31  deposits  tested  during  the  audit  period  we  found  8 
were  not  deposited  as  required  by  state  law.   The  deposits  are 
primarily  made  up  of  contributions  received  from  municipalities. 
They  ranged  from  $10,675  to  $100,232  and  were  from  two  to 
four  days  late.  Timely  deposit  of  money  helps  to  ensure  all 
receipts  are  safeguarded  and  maximizes  investment  earnings. 

Division  personnel  indicated  the  untimely  deposits  occurred 
because  the  deposits  must  tie  to  batches  of  contribution  data;  and 
when  a  problem  exists  with  a  batch  the  division  does  not  deposit 
the  receipts  until  the  problem  is  found.   The  receipts  should  be 
deposited  in  accordance  with  state  law  regardless  of  any 
problems  with  tying  the  batches  of  contribution  data.   The 
division  should  have  sufficient  information  available  to  tie 
batches  of  contribution  data  without  having  to  delay  depositing 
its  money  in  the  state  treasury.   If  necessary,  the  division  could 
keep  copies  of  checks  when  there  are  unreconciled  differences. 
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Findings  and  Recommendations 


Recommendation  #S 

We  recommend  the  Public  Employees'  Retirement  Division 
deposit  receipts  in  a  timely  manner  as  required  by  state 
law. 
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Disclosure  Issue 


Judges'  Retirement 
System  Funding 


This  report  section  discusses  an  issue  which  we  believe  warrants 
disclosure.  Since  division  officials  are  aware  of  the  concern,  we 
do  not  make  a  recommendation  at  this  time. 

Supreme  court  justices  and  district  court  judges  are  members  of 
the  Judges'  Retirement  System  (JRS).   This  retirement  system, 
established  in  1967,  currently  has  43  contributing  members. 

The  statutory  funding  sources  for  this  system  are: 

1.  Member  contributions  (7  percent  of  a  judge's  salary). 

2.  State  of  Montana  contributions  (6  percent  of  member 
salaries). 

3.  34.71  percent  of  each  Judge's  salary  from  district  court  fees. 

4.  25  percent  of  selected  supreme  court  fees. 

During  our  audits  we  determined  there  was  a  shortfall  in 
funding  for  the  JRS  for  fiscal  years  1984-85  through  1991-92. 
Inadequate  funding  occurred  when  district  court  fees  collected 
and  remitted  by  the  Judicial  Branch  to  the  division  were 
insufficient  to  reach  the  required  percent  of  judges'  compen- 
sation. The  issue  of  inadequate  funding  for  the  JRS  was 
addressed  by  the  1983  Legislature  and  again  by  the  1989  Legisla- 
ture.  Legislation  was  passed  to  increase  the  percentage  of  certain 
filing  fees  the  counties  remit  to  the  state  from  60  to  68  percent. 
The  state  contribution  to  the  JRS  is  made  from  this  remittance 
by  the  counties.   Current  state  law  requires  a  state  contribution 
of  34.71  percent  of  salaries  paid  to  justices  covered  by  the  JRS. 
However,  a  shortfall  in  funding  continues  to  exist  because  the 
actual  total  court  fees  provided  approximately  22.2  percent  of 
the  judges'  salaries  in  fiscal  years  1990-91  and  1991-92.   This 
funding  is  not  sufficient  to  pay  the  normal  cost  of  retirement 
benefits  as  they  are  earned  in  the  future,  and  contributes  no 
amount  toward  the  amortization  of  the  unfunded  past  service 
liability  of  this  retirement  system. 

The  division's  actuary  stated  he  was  aware  of  the  shortfall  in 
funding  when  he  prepared  the  July  1,  1992  actuarial  valuation. 
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Disclosure  Issue 


The  actuary  emphasized  in  his  report  that  it  is  imperative  that 
the  funding  be  brought  up  to  the  required  statutory  rate. 
Currently,  no  legislation  or  plan  is  pending  that  would  correct 
the  funding  shortfall.   Page  B-15  illustrates  the  unfunded 
liability  and  the  number  of  years  required  to  amortize  the 
unfunded  liability. 
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Independent  Auditor's  Report 
&  Agency  Financial  Schedules 


Page  A-1 


Summary  of  Independent  Auditor's  Report 


Summaiy  of  Indepen-  The  financial  schedules  are  from  the  Statewide  Budgeting  and 

dent  Auditor's  Report  Accounting  System  (SBAS),  without  adjustments  for  errors,  if 

any,  noted  during  the  audit.   In  addition,  the  Schedule  of  Assets, 
Liabilities,  Fund  Balance  and  Analysis  of  Fund  Balance  includes 
amounts  obtained  from  actuarial  valuations  prepared  by  the 
division's  actuary.   The  auditor's  opinion  issued  in  this  report  is 
intended  to  convey  to  the  reader  of  the  financial  schedules  the 
degree  of  reliance  which  can  be  placed  on  the  amounts 
presented.   We  issued  an  unqualified  opinion  on  the  Public 
Employees'  Retirement  Division  financial  schedules  for  the  two 
fiscal  years  1990-91  and  1991-92.   An  unqualified  opinion 
indicates  the  schedules  are  fairly  stated  in  all  material  respects 
and  the  user  can  rely  on  the  information  presented. 

The  10-year  trend  information  contained  in  Appendix  B  has  not 
been  audited  by  us  and  we  express  no  opinion  on  it.   However, 
we  applied  limited  procedures  regarding  method  of  measurement 
and  presentation  of  the  information. 
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STATE  OF  MONTANA 


^ifht  xtf  tlt^  '^to^i&inliixt  Au^itixr 


LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHN  W.  NORTHEY 


STATE  CAPITOL 

HELENA.  MONTANA  59620 

406/444-3122 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARY  BRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Public  Employees'  Retire- 
ment Division  as  of  and  for  each  of  the  two  fiscal  years  ended  June  30,  1991  and  1992,  on  pages 
A-4  through  A- 18.   The  information  contained  in  these  financial  schedules  is  the  responsibility  of 
the  division's  management.   Our  responsibility  is  to  express  an  opinion  on  these  financial 
schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.   Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether 
the  financial  schedules  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test 
basis,  evidence  supporting  the  amounts  and  disclosure  in  the  financial  schedules.    An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management, 
as  well  as  evaluating  the  overall  financial  schedule  presentation.   We  believe  that  our  audit  pro- 
vides a  reasonable  basis  for  our  opinion. 

As  described  in  note  1,  these  financial  schedules  are  presented  on  a  comprehensive  basis  of 
accounting  other  than  generally  accepted  accounting  principles. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material 
respects,  the  financial  position  of  Public  Employees'  Retirement  Division  as  of  June  30,  1992  and 
the  results  of  operations  and  changes  in  fund  balances  for  each  of  the  two  fiscal  years  ended 
June  30,  1991  and  1992,  in  conformity  with  the  basis  of  accounting  described  in  note  1. 

The  trend  information  in  Appendix  B  is  not  a  required  part  of  the  basic  financial 
schedules  but  is  supplementary  information  required  by  the  Governmental  Accounting  Standards 
Board.    We  have  applied  certain  limited  procedures,  which  consisted  principally  of  inquires  of 
management  regarding  the  methods  of  measurement  and  presentation  of  the  supplementary 
information.    However,  we  did  not  audit  the  information  and  express  no  opinion  on  it. 


Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


February  25,  1993 


Page  A-3 


PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION 
SCHEDULE  OF  ASSETS.  LIABILITIES.  FUND  BALANCE,  AND  ANALYSIS  OF  FUND  BALANCE 


Compensated  Absences 
Total  Liabilities 

Net  Assets  Available  for  Benefits/ 
Fund  Balance 

TOTAL  LIABILITIES  AND  FUND 
BALANCE 

ANALYSIS  OF  FUND  BALANCE^ 

Pension  Benefit  Obligation  (PBO): 

Retirees  and  Beneficiaries 
Currently  Receiving  Benefits 

Terminated  Enployee  not 
Receiving  Benefits 

Current  Employees: 
Accunulated  Employee  Contributions 
Employer  Financed: 

Vested 

Nonvested 

Total  PBO 
Unfunded  PBO 
Total  Fund  Balance 


49,326 


2.074.212 


$1.009.790.764 


26.322 


3.819 


10.309 


2.633 


11.527 


16.132 


23.899 


41.302.748     12.608.190     41.277.719     15.929.249     31.167.184      8.200.207      42.258.098 


PENSION  TRUST  AND 

AGENCY  FUND 

JUNE  30. 

1992 

PENSION  TRUST 

FUNDS 

AGENCY 
FUND 

Municipal 

Game 

Judges'^ 

H  i  ghway 

Volunteer 

Unified 

Social 

•PERS 

Police 

Wardens' 

Sheriffs' 

Patrol 

Firefighters' 

Firefighters' 

Administration 

Security 

Assets 

Cash 

S    1,137,959 

$    5,982 

$    2,981 

$    18,640 

$    20,571 

$    25,723 

$    3,987 

$    8,407 

$   47,119 

$    55 

Accounts  Receivable 

4,158,446 

3,252,988 

33,592 

166,604 

66,627 

125,413 

616,109 

3,632,424 

1,232,530 

1,239 

Interest  Receivable 

15,690,001 

662,880 

177,765 

606,857 

238,542 

477,340 

137,026 

682,506 

Investments  (Net)  (See  note  3) 

983,944,784 

37,400,276 

12,360,652 

40,376,315 

15,535,400 

30,314,145 

7,442.459 

38,157,878 

360,000 

Land  and  Buildings 

222,482 

Less:  Accunulated 

Depreciation  on  Buildings 

(110,461) 

Equipment 

124,480 

Less:  Accumulated 

Depreciation  on  Equipment 

(61.064) 

Deferred  Losses/{Gains)(see  note  4) 

4,747,553 

6,944 

37,019 

119,612 

70,742 

236.090 

16.758 

(199,218) 

Intangible  Asset 

1.766 
$1,344,831 

Total  Assets 

$1,009,790,764 

$41,329,070 

$12,612^009 

$41,288,028 

$15,931,882 

$31,178,711 

$8,216,339 

$42,281,997 

$361,294 

Liabilities 

Accounts  Payable 

$    2,073,109 

$    26,322 

$    3,819 

$    10,309 

$    2,633 

$    11,527 

$   16.132 

$    23,846 

$1,303,651 

Due  to  the  Federal 

Government 

$481,841 

Deferred  Revenue 

1.103 

53 

1.352.977      481.841 


(8.146)     (120.547) 


$515,537,474 
25,971,771 

U2, 808, 797 
0 

$  7,330,557 
0 

$  8,282,540 
411,231 

$  9,660,539 
1,510,208 

$30,688,332 
218,735 

Appl 

Not 
icable^ 

$48,640,757 
666,336 

Not 
Applicable 

Not 

Applicable 

341,299,990 

9,161.373 

3,087,249 

9,816,905 

1,812,497 

6.249,500 

9,818,603 

385,926,351 
25.936.675 

21,917.401 
4.236.733 

3,500,087 
297.716 

11,849,452 
2.271.776 

8.353.284 
1,173,821 

18,864,314 
1.004.133 

38,503,388 
3.977.034 

1,294.672,261 

78.124,304 

14,215,609 

32,631,904 

22,510.349 

57,025,014 

101,606,118 

(286.955.709) 

(36.821.556) 

(1.607.419) 

8.645.815 

(6.581.100) 

(25.857,830) 

(59.348.020) 

$1,007,716,552 

$41,302^748 

$12,608,190 

$41,277,719 

$15,929,249 

$  31.167.184 

$  42.258,098 

*For  explanation  of  retirement  system  abbreviations  see  note  7  on  page  A-11. 


See  note  5  on  page  A-9. 
See  note  5  on  page  A-9. 
The  Volunteer  Firefighters'  Retirement  Plan  is  not  an  actuarially  funded  system.  The  actuary  did  not  perform  a  valuation  of  this  plan. 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System  and  Actuarial  Valuations  prepared  by  the  division's  actuary.  Additional  information  is  provided  in  the  notes  to  the 
financial  schedules  beginning  on  page  A-7.  r  f~    / 
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PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION 


SCHEDULE 

OF  REVENUES.  EXPENSES.  ANC 

)  CHANGES  IN  FUND  BALANCES 

PENSION  TRUST 

FUNDS 

FOR  THE 

FISCAL  YEAR  ENDED  JUNE  30.  1992 

Municipal 

Game 

Judges'^ 

Highway 

Volunteer 

Unified 

*PERS 

Police 

Wardens' 

Sheriffs' 

Patrol 

Firefighters' 

Firefighters' 

Administration 

Revenues : 

Retirement  Contributions: 

Employee 

$   36,117,576 

$   925,482 

$ 

210,712 

$  1,088,881 

$   174,071 

$   595,529 

$   668,192 

Employer 

33,847,680 

1,634,447 

185,745 

1,088,347 

149,077 

1,503,561 

1,443,810 

State 

3,076,305 

875,186 

$  613,231 

3,489,160 

Fines  and  Forfeitures 

270,844 

Court  Fees 

562,540 

Investment  Income  and 

Dividends 

85,444,290 

3,255,519 

1 

,024,159 

3,405,306 

1,267,119 

2,538,277 

651,585 

3,297.848 

Payback  of  Annuity  Savings 

Interest 

48,982 

1,717 

52 

356 

27 

165 

Interentity  Transfers 

1,379,402 

125,140 

18,439 

18,132 

15,149 

55,142 

17,730 

115,241 

Miscellaneous 

17.312 
156.855.242 

Total  Revenues 

9.018.610 

_1 

.709,951 

5.601.022 

2.167,956 

5.567.722 

1,282.546 

9.014.416 

$      0 

Expenses: 

Benefit  Payments 

59,015,587 

5,329,830 

778,713 

781,090 

636,596 

2,350,082 

701,213 

4,851,366 

Refund  of  Member  Contri- 

bution and  Interest 

8,313,345 

88,060 

11,092 

271,057 

27,191 

10,190 

33,930 

Refund  of  Employer  Contri- 

bution 

221,736 

6,882 

804 

Local  Assistance 

22,950 

Personal  Services 

561,053 

Operating  Expenses 

1,148,660 

25,919 

3,703 

9,874 

2,468 

11,108 

16,045 

23,450 

(563,405) 

Equipment 

6,244 

Total  Expenses 

68.699.328 

5.450.691 

— 

794.312 

1.062.021 

666.255 

2.371.380 

740,208 

4.908.746 

3,892 

Excess  Revenues  Over  (Under) 

Expenses 

88,155,914 

3.567,919 

915,639 

4,539,001 

1,501,701 

3,196,342 

542,338 

4,105,670 

(3,892) 

Cash  Transfers 

(8,146) 

Fund  Balance  July  1,  1991 

919.474.441 

37.702.695 

n. 

,692.551 

36,738.626 

14.427.353 

28,191,996 

7,656,237 

38.237.831 

(60) 

Prior  Year  Adjustments 

86.197 
$1,007,716,552 

32.134 
$41,302,748 

92 

$41,277,719 

195 
$15,929,249 

(221,154) 
$31,167,184 

1.632 
$8,200,207 

(85.403) 
$42,258,098 

3,952 

Fund  Balance  June  30,  1992 

$12 

,608,190 

$  (8,146) 

•For  explanation  of  retirement  system  abbreviations  see  note  7  on  page  A-11. 


See  note  5  on  page  A-9. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-7. 
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PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION 

SCHEDULE  OF  REVENUES.  EXPENSES.  AND  CHANGES  IN  FUND  BALANCES 

PENSION  TRUST  FUNDS 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1991 


Revenues: 
Retirement  Contributions: 

Employee 

Employer 

State 

Fines  and  Forfeitures 

Court  Fees 
Investment  Income  and 

Dividends 
Payback  of  Annuity  Savings 

Interest 
Mi  seel laneous 

Total  Revenues 

Expenses: 

Benefit  Payments 

Refund  of  Member  Contri- 
bution and  Interest 

Refund  of  Employer  Contri- 
but  i  on 

Local  Assistance 

Personal  Services 

Operating  Expenses 

Equipment 
Total  Expenses 

Excess  Revenues  Over  (Under) 
Expenses 

Fund  Balance  July  1,  1990 

Prior  Year  Adjustments 

Fund  Balance  June  30,  1991 


*PERS 

Municipal 
Police 

Game 
Wardens' 

Sheriffs' 

Judges'^ 

Highway 
Patrol 

Volunteer 
Firefighters' 

Unified 
Firefighters' 

Adnini  strati  on 

$  32,470,880 
31,212,811 

$   ///,005 
1,458,306 
2,795,095 

$   194,632 
175,548 

295,346 

$  958,636 
989,827 

$   161.273 
137.621 

556.251 

$   464,169 
903,476 
778,920 

$  601,102 

$   641,257 
1,385,318 
3,323,318 

80,427.202 

3,164,888 

956,752 

3,150,019 

1,208,992 

2,377,909 

659,301 

3,203.662 

57,420 
27.133 

839 

1,607 

17,854 

3,325 

1.379 

144.195.446 

8,196,133 

1.623,885 

5.116.336 

2.064.137 

4,527.799 

1.260.403 

8.554.934 

S      0 

54,1^4,119 

4,843,076 

717,300 

729.112 

573,762 

1,897,390 

738,371 

4.494.381 

9.542,122 

100,566 

2,113 

534.150 

52,983 

3.319 

401,236 
798,280 

27,574 
18,278 

3,482 

6,224 
13.056 

1,741 

1,939 
7,833 

20,550 
10,445 

16.537 

507.979 
(512.118) 
3.217 

64.895.757     4.989.494 


722,895 


79.299.689     3.206.639       900,990 
840.999.901     34.723.078     10.791.621 
(825.149)     (227.022)    ^60) 


1.282.542 

3,833.794 
32.909.064 
iiJ32) 


575.503 

1.488,634 
12.941.901 
(3.182) 


1.960.145 

2,567,654 
25.630.270 
(5.928) 


$919.474.441         $37.702.695 


$11.692.551 


$36.738.626    $14.427.353    $28.191.996 

^^^■laa^B^^         ^^HBHMHHR         ^^^^^^^^^ 


769.366 

491,037 
7.168.317 
(3.117) 


$7.656.237 


4.514.237 

4,040,697 
34.203.194 
(6.060) 


$38.237.831 


(922) 


922 

0 


(982) 


(60) 


*For  explanation  of  retirement  system  abbreviations  see  note  7  on  page  A-11. 
See  note  5  on  page  A-9. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-7. 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1992 


Summary  of  Significant 
Accounting  Policies 


Basis  of  Accounting 


The  Public  Employees'  Retirement  Division  is  a  component  of 
the  state  of  Montana  and  uses  a  comprehensive  basis  of  account- 
ing for  its  Pension  Trust  Funds.   Under  the  comprehensive  basis, 
as  defined  by  state  accounting  policy,  the  division  records 
revenues  in  the  accounting  period  earned  if  measurable  and 
records  expenses  in  the  period  incurred,  if  measurable. 


Expenses  may  include  entire  budgeted  service  contracts  even 
though  the  division  received  the  services  in  a  subsequent  fiscal 
year;  goods  ordered  with  a  purchase  order  before  fiscal  year- 
end,  but  not  received  as  of  fiscal  year-end;  and  equipment 
ordered  with  a  purchase  order  before  fiscal  year-end. 


Basis  of  Presentation 


The  financial  schedule  format  is  in  accordance  with  the  policy  of 
the  Legislative  Audit  Committee.  The  financial  schedules  are 
prepared  from  the  Statewide  Budgeting  and  Accounting  System 
(SBAS)  without  adjustment.    In  addition,  the  Schedule  of  Assets, 
Liabilities,  Fund  Balance  and  analysis  of  Fund  Balance,  includes 
amounts  obtained  from  actuarial  valuations  prepared  by  the 
division's  actuary.   Accounts  are  organized  in  funds  according  to 
state  law.   The  division  uses  the  following  funds: 


Fiduciary  Funds 


Trust  and  Agency  Funds  -  to  account  for  assets  held  by  the  State 
in  a  trustee  capacity  or  as  an  agent  for  individuals,  private 
organizations,  other  governments  or  other  funds.   Division 
fiduciary  funds  include  Pension  Trust  and  Agency  Funds.   The 
pension  trust  fund  is  used  to  account  for  assets  held  by  the 
division  in  a  trustee  capacity.   The  division  acts  as  a  trustee  for 
the  seven  retirement  systems  and  the  Volunteer  Firefighters' 
Retirement  Plan.   The  agency  fund  is  used  to  account  for  Social 
Security  Administration  assets  held  in  trust  by  the  division  as  an 
agent  for  the  federal  government. 
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Compensated  Absences 


Employees  at  the  division  accumulate  both  annual  and  sick  leave. 
The  division  pays  employees  for  100  percent  of  unused  annual 
and  25  percent  of  unused  sick  leave  credits  upon  termination. 
The  division  absorbs  expenditures  for  termination  pay  in  its 
annual  operational  costs.   At  June  30,  1991  and  at  June  30,  1992, 
the  division  had  a  liability  of  $56,271  and  $49,326,  respectively. 


3. 


Valuation  of  Invest- 
ments 


The  division's  investments  are  managed  as  part  of  the  Unified 
Investment  Program  administered  by  the  Board  of  Investments. 
The  board  must  employ  the  "Prudent  Expert  Rule"  in  managing 
the  state's  investment  portfolio.    The  prudent  expert  rule 
requires  investment  mangers  to  discharge  his  duties  with  care, 
skill,  prudence,  and  diligence.   The  rule  also  requires  the 
manager  to  diversify  the  holding  of  each  fund  within  the  unified 
investment  program  to  minimize  the  risk  of  loss  and  to  maximize 
the  rate  of  return. 


The  retirement  funds  record  equity  securities  at  cost  and  debt 
securities  at  amortized  costs.   Up  to  50  percent  of  the  book  value 
of  each  retirement  fund's  investments  may  be  invested  in 
common  stocks.   However  state  law  requires  that  no  more  than 
2  percent  of  the  book  value  of  a  retirement  fund  may  be 
invested  in  the  common  stock  of  a  single  corporation.   State  law 
also  allows  the  board  to  invest  up  to  3  percent  of  retirement 
funds  in  venture  capital  companies.   *Volunteer  Firefighters'  net 
assets  available  for  benefits  include  an  investment  in  GTE 
Corporation  securities  amounting  to  $427,540.   These  invest- 
ments account  for  5.2  percent  of  Volunteer  Firefighters'  net 
assets  available  for  benefits. 

The  market  value  of  the  investments  were  as  follows: 


Retirement  System 

PERS 

Municipal  Police 

Game  Wardens' 

Sheriffs' 

Judges' 

Highway  Patrol 

Firefighters'  Unified 

•Volunteer  Firefighters' 


Market  Value 

June  30.    1992 

$1,163,177,757 

41,990,311 

U, 382, 161 

45,257,200 

17,829,881 

34,436,435 

41,787,007 

8,061,722 
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Losses  on  Bond  Swaps 


The  deferral  and  amortization  method  was  used  to  account  for 
gains  and  losses  on  bond  swaps.   The  unamortized  deferred  gains 
or  losses  are  written  off  over  the  life  of  either  the  bond  sold  or 
acquired,  whichever  is  less. 


Unfunded  Accrued  Lia- 
bility 


The  method  of  funding  employed  in  the  actuarial  valuation  of 
the  retirement  systems  as  of  July  1,  1992,  is  commonly  referred 
to  as  the  entry  age  normal  cost  method.   This  method  establishes 
a  normal  cost  of  the  system,  as  well  as  an  unfunded  percentage 
of  total  salaries  required  to  fund  the  benefits,  assuming  this 
percentage  had  been  contributed  since  each  member's  entry  into 
the  system. 


The  unfunded  accrued  liability  represents  the  excess  of  the 
present  value  of  total  liabilities  over  the  present  assets  of  the 
system  and  the  present  value  of  expected  future  contributions 
for  normal  costs.   The  unfunded  accrued  liability  and  the  amort- 
ization period  determined  as  of  July  1,  1992  by  the  actuary  for 
each  of  the  retirement  systems  were  as  follows: 


Unfunded 

HiMitxr   of 

Years  Required 

Liabi I i  ty  at 

to  Amortize  the 

Retirement  System 

July  1.  1992 

Unfunded  Liabi I i tv 

Public  Employees' 

$277,096,522 

18.25 

Municipal  Police 

35,350,743 

24.71 

Game  Uardens' 

682,606 

4.06 

Sheriffs' 

0 

0 

Judges' 

4,183,758 

* 

Highway  Patrol 

23,736,147 

28.80 

Firefighters'  Unified 

56,448,547 

30.36 

Calculated  using  investments  valued  at  market. 

Source:   The  actuarial  valuations  dated  July  1,  1992 

*The  actuary  stated  in  his  reports  that  the  retirement  systems  are 
actuarially  sound  except  for  the  Montana  Judges'  Retirement  System 
(JRS).   As  of  June  30,  1991,  legislation  increased  the  state  contribu- 
tion of  court  fees  from  31  percent  to  34.71  percent  of  salaries  paid  to 
justices  covered  by  the  JRS.   However,  a  shortfall  in  funding  continues 
to  exist.   The  actual  total  court  fees  provided  approximately 
22.2  percent  of  the  judges'  salaries  in  fiscal  years  1990-91  and  1991- 
92.   The  funding  is  not  sufficient  to  pay  the  normal  cost  of  retirement 
benefits  as  they  are  earned  in  the  future,  and  contributes  no  amount 
toward  the  amortization  of  the  unfunded  past  service  liability  of  this 
retirement  system.   The  actuary  estimated  the  rnjrtxr   of  years  required 
to  amortize  the  unfunded  liability  is  27.33,  assutiing  the  funding 
shortfall  discussed  above  does  not  exist. 
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The  division's  actuary  also  prepared  a  supplement  to  the  July  1, 
1992  valuation  in  accordance  with  Governmental  Accounting 
Standards  Board  (GASB)  Statement  #5  using  the  projected  unit 
credit  actuarial  cost  method. 

The  amounts  shown  as  the  PRO  ("Pension  Benefit  Obligation") 
are  standardized  disclosure  measures  of  the  present  value  of 
pension  benefits,  adjusted  for  the  effects  of  projected  salary 
increases  and  step-rate  benefits,  estimated  to  be  payable  in  the 
future  as  a  result  of  employee  service  to  date.   The  measure  is 
intended  to  help  users  assess  the  funding  status  of  the  system  on 
a  going-concern  basis,  assess  progress  made  in  accumulating 
sufficient  assets  to  pay  benefits  when  due  and  make  comparisons 
among  employers.   The  measure  is  the  actuarial  present  value  of 
credited  projected  benefits  and  is  independent  of  the  funding 
method  used  to  determine  contributions  to  the  system.   The 
significant  actuarial  assumptions  used  in  the  annual  evaluations 
are  the  assumptions  used  in  the  PBO  determination.   The  PBO 
includes  retirees,  beneficiaries  receiving  benefits  and  terminated 
employees  not  yet  receiving  benefits.   It  also  includes  current 
employees'  accumulated  employee  contributions  and  allocated 
investment  earnings.   At  June  30,  1992,  the  Sheriffs'  Retirement 
System  pension  benefit  obligation  was  completely  funded.   The 
unfunded  pension  benefit  obligation  for  each  of  the  other  retire- 
ment systems  was  as  follows: 

2 

Unfunded 

Pension  Benefit 
Obligation  at 
June  30.  1992 
$286,955,709 
36,821,556 
1,607,419 
6,581,100 
25,857,830 
59,348,020 


Retirement  System 

PERS 

Municipal  Police 

Game  Wardens' 

Judges ' 

Highway  Patrol 

Firefighters'  Unified 


Calculated  using  investments  valued  at  cost. 
Source:  The  division's  actuarial  supplement  dated  June  30,  1992 


Administration 


The  division  records  its  administrative  expenses  in  the  adminis- 
tration account.   At  fiscal  year-end,  the  division  distributes  the 
administrative  expenses  to  the  various  retirement  systems  by 
abating  operating  expenses.   Normally  the  administration  account 
has  a  zero  fund  balance.   During  fiscal  year  1991-92  not  all 
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administrative  expenses  were  allocated  out  of  the  accounting 
entity  and  as  a  result  the  fund  balance  was  a  negative  $8,146  as 
of  June  30,  1992. 


Abbreviations 


The  financial  schedules  include  acronyms  abbreviating  each 
retirement  system.   The  abbreviations  are  explained  below. 


PERS 

Municipal  Police 

Game  Wardens' 

Sheriffs' 

Highway  Patrol 

Judges' 

Unified  Firefighters' 

Volunteer  Firefighters' 

Administration 


Public  Employees'  Retirement  System 

Municipal  Police  Officers'  Retirement  System 

Game  Wardens'  Retirement  System 

sheriffs'  Retirement  System 

Highway  Patrol  Retirement  System 

Judges'  Retirement  System 

Firefighters'  Unified  Retirement  System 

Volunteer  Firefighters'  Pension  Plan 

Used  to  record  administration  revenues  and 

expenses  of  the  Public  Employees'  Retirement 

Division  during  the  fiscal  year. 


8.  Contingent  Liability 


In  January  1983,  the  Social  Security  Administration  (SSA)  of  the 
U.S.  Department  of  Health  and  Human  Services  accepted 
PERD's  clarification  that  part-time  employees  were  to  be 
excluded  from  payment  of  social  security  tax.   On  July  24,  1984, 
PERD  was  notified  that  the  acceptance  was  in  error  and  PERD 
was  required  to  include  the  part-time  employees'  social  security 
contributions  in  payments  remitted  to  the  SSA.    PERD  maintains 
that  these  individuals  should  be  excluded  from  social  security 
contributions  and  has  not  remitted  payment  to  the  SSA. 


On  March  9,  1988,  the  SSA  assessed  the  state  of  Montana 
$39  million  for  uncollected  contributions  for  public  part-time 
employees  for  tax  years  1984,  1985,  and  1986.    PERD  took 
exception  and  appealed  this  assessment  on  June  30,  1988.    How- 
ever, if  it  is  determined  that  such  contributions  are  due,  it  is  the 
division's  position  that  the  amount  is  $1.4  million.    PERD  offi- 
cials stated  the  dispute  may  take  years  to  settle.    PERD  officials 
indicated  they  believe  responsibility  for  paying  the  liability  will 
be  with  the  employers  of  the  part-time  employees  who  were 
excluded  from  payment  of  the  social  security  tax. 
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Retirement  Systems 


A.       Defined  Benefit 
Plans 


The  division  administers  seven  retirement  systems  and  one 
retirement  plan  in  four  categories:   (1)  the  state  as  the  single 
employer;  (2)  the  state  as  an  employer  contributor  to  a  cost- 
sharing  multiple-employer  plan;  (3)  the  state  as  a  nonemployer 
contributor  to  cost-sharing  multiple-employer  plans;  and  (4)  the 
state  as  an  administrator-nonemployer,  noncontributor. 


The  number  of  years  required  to  obtain  vested  rights  varies 
among  the  systems.   All  systems  provide  early  retirement 
options,  death  benefits,  termination  (except  Volunteer  Fire- 
fighters') and  disability  benefits.   All  systems  (except  Volunteer 
Firefighters')  provide  post-retirement  benefits.   Post-retirement 
benefits  for  the  PERS,  Game  Wardens',  and  Sheriffs'  are  based 
on  investment  yield,  retirees'  total  years  of  service,  age,  and 
option  chosen  at  the  time  of  retirement.   Post-retirement  adjust- 
ments are  made  only  in  years  when  funding  is  available  and  does 
not  increase  the  unfunded  liability  of  the  system.   The  post- 
retirement  benefits  of  each  of  the  remaining  systems  are 
included  in  the  plan  description  below. 

The  funding  policies  for  each  system  provide  for  periodic 
employer  and  employee  contributions  (except  Volunteer  Fire- 
fighters') at  rates  specified  by  state  law;  contribution  require- 
ments are  not  actuarially  determined.   An  actuary  determines  the 
actuarial  implications  of  the  funding  requirement  in  a  biennial 
actuarial  valuation.   The  Volunteer  Firefighters'  Retirement  Plan 
is  in  the  process  of  being  valuated.   The  actuarial  method  used  to 
determine  the  implications  of  the  statutory  funding  level  is  the 
entry  age  normal  funding  method,  with  both  normal  cost  and 
amortization  of  the  unfunded  accrued  liability  determined  at  a 
level  percentage  of  payroll.  To  maintain  the  fund  on  an 
actuarially  sound  basis,  the  rate  of  contributions  should  fund  the 
normal  cost  in  addition  to  amortizing  the  unfunded  liability  over 
a  period  of  30  years.   Additionally,  each  system  functions 
uniquely  as  described  below. 
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(1)  State  as  (he  Single  HPORS  -  Highvva\  Patrol  Officers'  Retirement  System  -  This 

Employer  system,  established  in  1971  and  governed  by  Title  19,  chapter  6 

of  the  Montana  Code  Annotated,  provides  retirement  services 
for  all  members  of  the  Montana  Highway  Patrol,  including 
supervisory  personnel.    Member  and  state  contributions  are 
9  percent  and  36.28  percent,  respectively,  of  total  salaries  for 
active  highway  patrol  officers.    For  members  hired  on  or  before 
July  1,  1985,  there  is  no  minimum  age,  but  minimum  service  is 
20  years  for  benefit  eligibility.   A  member  hired  after  July  1, 
1985,  must  be  50  years  old  and  have  20  years  of  creditable 
service  for  benefit  eligibility.   The  service  retirement  allowance 
is  based  on  a  formula  of  2.5  percent  times  the  number  of  years 
of  service  times  the  final  average  salary.    Post-retirement  bene- 
fits are,  at  a  minimum,  2  percent  of  a  probationary  highway 
patrolman's  salary  adjusted  for  years  of  service.    Rights  are 
vested  after  five  years  of  service. 

JRS  -  Judges'  Retirement  Svstem  -  This  system,  established  in 
1967  and  governed  by  Title  19,  chapter  5  of  the  Montana  Code 
Annotated,  provides  retirement  services  for  all  persons  employed 
as  a  judge  of  a  district  court  or  justice  of  the  Supreme  Court. 
The  member  contributes  6  percent  of  their  salary  except  those 
members  elected  or  appointed  after  July  1,  1983,  who  contribute 
7  percent.   The  state  contributes  6  percent  of  active  judges' 
salaries  and  25  percent  of  Supreme  Court  fees.   The  state  also 
contributes  court  fees  up  to  34.71  percent  of  salaries  payable  to 
district  court  judges  and  Supreme  Court  justices,  if  the  amount 
of  these  fees  reach  34.71  percent  of  salaries.    In  past  years,  court 
fees  have  not  been  sufficient  to  properly  fund  this  retirement 
system.   The  actual  total  court  fees  provided  approximately 
22  percent  of  salaries  in  fiscal  years  1990-91  and  1991-92.    For 
benefit  eligibility,  minimum  service  is  5  years  and  minimum  age 
is  65.   The  monthly  retirement  allowance  formula  is  3  1/3  per- 
cent times  the  number  of  years  of  service  (to  a  maximum  of  15 
years)  times  1/12  the  final  salary,  plus  1.785  percent  of  such 
final  salary  for  each  year  of  service  after  15  years.   The  JRS 
retirees  can  receive  an  increase  in  benefits  based  on  legislative 
action.   Rights  are  vested  after  five  years  of  creditable  service. 
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GWRS  -  Game  Wardens'  Retirement  System  -  This  system, 
established  in  1963  and  governed  by  Title  19,  chapter  8  of  the 
Montana  Code  Annotated,  provides  retirement  services  for  all 
persons  employed  as  a  game  warden,  including  all  supervisory 
personnel.   The  member  contributes  7.9  percent  of  salary  and  the 
state  contributes  7.15  percent  of  active  game  wardens'  salaries, 
plus  all  collections  from  fines  and  forfeited  bonds  related  to  fish 
and  game  law  violations.   For  benefit  eligibility,  minimum  age  is 
50  and  minimum  years  of  service  are  20.   A  member  may  retire 
with  ten  years  of  service  at  age  55.   The  formula  for  a  service 
retirement  allowance  is  2  percent  times  the  number  of  years  of 
service  times  the  final  average  salary.   Rights  are  vested  after  ten 
years  of  service. 


(2)  State  as  an  Employer 
Contributor  to  a  Cost- 
Sharing  Multiple- 
Employer  Plan 


PERS  -  Public  Employees'  Retirement  System  -  This  mandatory 
system,  established  in  1945  and  governed  by  Title  19,  chapter  3 
of  the  Montana  Code  Annotated,  provides  retirement  services  to 
substantially  all  public  employees.   For  fiscal  year  1991-92,  the 
contribution  rate  is  6.417  percent  of  gross  wages  for  both 
employees  and  employers.   Benefit  eligibility  is  age  60  with  at 
least  5  years  of  service;  age  65  regardless  of  service;  or  30  years 
of  service  regardless  of  age.   Actuarially  reduced  benefits  may 
be  taken  with  25  years  of  service  or  at  age  50  with  at  least  five 
years  of  service.   Monthly  retirement  benefits  are  determined  by 
taking  1/56  times  the  number  of  years  of  service  times  the  final 
average  salary  times  any  early  retirement  reduction  if  necessary. 
Members'  rights  are  vested  after  5  years  of  service. 


(3)  State  as  a 
Nonemployer  Contributor 
to  Cost-Sharing  Multiple- 
Employer  Plans 


MPORS  -  Municipal  Police  Officers'  Retirement  System  -  The 
system,  established  in  1975  and  governed  by  Title  19,  chapter  9 
of  the  Montana  Code  Annotated,  covers  all  municipal  police 
officers  of  cities  covered  by  the  plan.    Member  contribution  is 
6  percent  of  salary  for  members  employed  prior  to  July  1,  1975, 
7.2  percent  of  salary  for  members  employed  after  June  30,  1975, 
and  prior  to  July  1,  1979,  and  8.7  percent  for  members  employed 
after  June  30,  1979.   City  contributions  are  13.92  percent  of 
active  police  officers'  salaries.   The  state  contributes 
15.66  percent  of  active  police  officers'  salaries.   The  state's 
contribution  is  funded  from  the  premium  tax  on  motor  vehicle 
property  and  casualty  insurance  policies.   Minimum  years  of 
service  are  20  for  benefit  eligibility.   Any  officers  meeting  the 
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eligibility  requirements  shall  receive  1/2  their  final  average 
salary.   For  service  greater  than  20  years,  the  allowance  will 
increase  1  percent  of  the  final  average  salary  per  year  of 
additional  service  up  to  a  maximum  of  60  percent  of  final  aver- 
age salary.   Post-retirement  benefits  is  the  amount  needed  to 
provide  50  percent  of  the  base  salary  of  a  newly  confirmed 
police  officer.   Rights  are  vested  after  ten  years  of  service. 

FURS  -  Firefighters'  Unified  Retirement  System  -  This  system, 
established  in  1981  and  governed  by  Title  19,  chapter  13  of  the 
Montana  Code  Annotated,  provides  retirement  services  for  all 
paid  firefighters.   Member  contribution  is  6  percent  of  base 
compensation,  and  city  contributions  are  13.02  percent  of  total 
annual  compensation.   The  state  contribution  is  23.27  percent  of 
total  annual  compensation  for  all  firefighters  and  is  paid  out  of 
the  insurance  premium  tax  fund.   Minimum  age  is  50  and  mini- 
mum service  is  20  years  for  benefit  eligibility.   For  members 
hired  prior  to  July  1,  1981,  with  at  least  20  years  of  service,  the 
monthly  service  retirement  benefit  is  equal  to  1/2  of  the  final 
monthly  compensation  received  plus  an  additional  1  percent  for 
each  year  in  excess  of  20  years,  up  to  a  maximum  benefit  of 
60  percent  of  final  monthly  compensation.   Members  hired  on  or 
after  July  1,  1981,  shall  receive  a  service  retirement  allowance 
equal  to  2  percent  of  final  average  salary  for  each  year  of  service 
up  to  a  maximum  of  30  years  of  service.   Post-retirement  bene- 
fits require  that  each  retiree  receive  at  least  50  percent  of  the 
salary  paid  a  newly  confirmed  active  firefighter.    Rights  are 
vested  after  ten  years  of  service. 

VFRP  -  Volunteer  Firefighters'  Retirement  Plan-  This  plan, 
established  in  1965  and  governed  by  Title  19,  chapter  12  of  the 
Montana  Code  Annotated,  provides  medical  benefits  and  retire- 
ment, disability  and  death  benefits  for  all  volunteer  firefighters 
of  unincorporated  areas.   The  state  contribution  is  5  percent  of 
fire  insurance  premium  taxes  collected.   This  retirement  plan  is 
required  by  law  to  be  fully  funded  and  cannot  pay  benefits 
unless  money  is  available.   Rights  are  vested  after  10  years  of 
service. 
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(4)  State  as  Adminis- 
trator -  Nonemployer, 
Noncontributor 


SRS  -  Sheriffs'  Retirement  System  -  This  system,  established  in 
1974  and  governed  by  Title  19,  chapter  7  of  the  Montana  Code 
Annotated,  covers  all  persons  employed  as  sheriffs.  The  member 
contribution  is  7  percent  of  salary;  the  county  contribution  is 
7.67  percent  of  salary.    Minimum  years  of  service  for  benefit 
eligibility  are  24  for  members  elected  or  appointed  prior  to 
July  1,  1989.  For  members  elected  or  appointed  on  or  after 
July  1,  1989,  the  minimum  years  of  service  are  24  and  the 
minimum  age  is  50.  The  service  retirement  allowance  is  calcu- 
lated at  2.0834  percent  of  the  final  average  salary  for  each  year 
of  creditable  service,  up  to  a  maximum  of  50  percent  of  final 
salary,  plus  1.35  percent  of  the  final  average  salary  for  each  year 
of  service  in  excess  of  24  years,  up  to  a  maximum  of  60  percent 
of  final  salary.   Reduced  benefits  or  early  retirement  may  be 
taken  with  a  minimum  15  years  of  service  and  minimum  age  of 
50.   Rights  are  vested  after  15  years  of  service,  or  after  5  years, 
if  unvoluntarily  terminated  from  servce. 


B. 


Actuarial  Data 


Actuarial  valuations  are  performed  every  two  years  excluding 
the  VFRP.   Data  for  the  VFRP  is  not  readily  available  for  an 
actuarial  valuation.   The  division  is  currently  in  the  process  of 
developing  a  database  to  provide  the  necessary  data  for  an 
actuarial  valuation.   Hendrickson,  Miller  &  Associates  Inc., 
Helena,  Montana,  prepared  the  actuary  reports  for  the  retire- 
ment systems  and  is  responsible  for  completing  the  actuarial 
valuation  for  the  VFRP.   The  following  tables  disclose  various 
information  by  retirement  system  (dollar  amounts  expressed  in 
thousands)  as  of  June  30,  1992.   Although  specific  total  payroll 
amounts  are  not  available,  substantially  all  of  total  payroll  is 
covered. 


PERS   HPORS   GURS   SRS    JRS   HPORS   FURS   VFRP 


Membership 

Receiving  Benefit 

10,734 

436 

61 

99 

31 

201 

401 

561 

Vested  Term. 

Emp. 

1,035 

5 

16 

4 

6 

11 

N/A 

Nonvested  Term.  Emp.  4,703 

12 

3 

66 

3 

15 

N/A 

Vested  Active 

'.   Emp. 

17,857 

213 

52 

287 

29 

131 

248 

N/A 

Nonvested  Active 

Employees 
Total 

9.616 
43.945 

240 
906 

35 

151 

234 

702 

14 
Z8 

72 

413 

172 
847 

N/A 
561 

Abbreviations: 

Terminated  (Term.) 

Employees 

(Emp 

.) 
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Notes  to  the  Financial  Schedules 


PERS 


MPORS 


Plan  Descriptions 
Total  Covered  Payroll  $529,126  $11,403 
State  Covered  Payroll  $230,491     N/A 


Related  Party  Disclosures 
Related  Parties        None 


Actuarial  Valuations  and 
Significant  Assumptions 
Last  Actuarial  Valuation 
Return  on  Investments 

Projected  Salary  Increases: 

Inflation 

Merit 
Changes  in  Post -retirement 

Net  Assets  Available  for 
Benefits  At  Market  Value 


Actuarial  Valuations  and 
Significant  Assumptions 
Last  Actuarial  Valuation 
Return  on  Investments 

Projected  Salary  Increases: 

Inflation 

Merit 
Changes  in  Post -retirement 


None 


PERS 


GURS 

$2,466 
$2,466 


None 


MPORS 


SRS 


JRS     HPORS      FURS    VFRP 


$13,688   $2,686   $5,575  $10,883   N/A 
N/A   $2,686   $5,575      N/A   N/A 


None    None    None    None   N/A 
GWRS       SRS 


7/01/92 

7/01/92 

7/01/92 

7/01/92 

8.0% 

8.0% 

8.0% 

8.0% 

6.5% 

6.5% 

6.5% 

6.5% 

None 

None 

None 

None 

None 

6.5% 

None 

None 

.1^186_,949 

$45,893 
HPORS 

$14,630 
FURS 

$46,158 

JRS 

VFRP 

Net  Assets  Available  for 
Benefits  At  Market  Value 


7/01/92 
8.0% 


6.5% 
None 
6.5% 


$18,224 


7/01/92 
8.0% 


6.5% 
None 
6.5% 


$35,289 


7/01/92 
8.0% 


6.5% 
None 
6.5% 


$45,887 


(9) 
(9) 


(9) 
(9) 
(9) 


$8,819 
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Notes  to  the  Financial  Schedules 


Contribut 

ions  Required 

(R)  by  Statute/Actual  (A)  Contributions 

(1) 

(Statute 

Reg.  is  Actuarial ly 

Determined) 

PERS 

MPORS 

GURS 

SRS 

JRS 

HPORS 

FURS 

VFRP 

Total  Contributions(ll) 

$71,470 

$  5,704 

$  686 

$  2,196 

$  901 

$  2,808 

$  5,717 

N/A 

Normal  Cost 
%  of  Covered  Payroll 

56,131 
10.24% 

2,663 
23.35% 

396 
16.06% 

2,008 
14. 6r^ 

1,105 
41.14% 

1,523 
27.32% 

2,319 
21.31% 

N/A 
N/A 

Amort  Unfunded  Liab 
%  of  Covered  Payroll 

15,339 
2.80% 

3,041 
26.67% 

290 
11.76% 

188 
1.37% 

- 

1,285 
23.05% 

3,398 
31.22% 

N/A 
N/A 

Years  Req.  to  Fund  Normal 
Cost  &  Amortize  Unfunded 
Liab. 

18.25 

24.71 

4.06 

0.0 

Unknown 

28.80 

30.36 

(9) 

Employer  Contributions(11 )(A) 
%  of  Covered  Payroll  (A) 
%  of  Covered  Payroll  (R) 


State  Contributions(11)(A) 
%  of  Employer  Cont.  (A) 

Employee  Contributionsdl  )(A) 
%  of  Covered  Payroll  (A) 
%  of  Covered  Payroll  (R) 


Other  Contributions(10)(11)(A) 
%  of  Covered  Payroll  (A) 
%  of  Covered  Payroll  (R) 


$33,954  $  1,597  $  457 
6.417%  14.01%  18.53% 
6.417%    13.92%    7.15% 


$14,685 
43.3% 


(4) 
N/A  $  457 
N/A      100% 


$36,137  $  905 
6.593%  7.94% 
6.417%      (6) 


$  1,379 
.26% 


$  3,202 

28.08% 

(7) 


$  211 
8.6% 
7.9% 


18 
.73% 


$  1,089 
7.96% 
7.67% 


N/A 
N/A 

$  1,089 

7.96% 

7.0% 


18 
.13% 


$  712 

26.5% 

6.0% 

(3) 

$  712 
100% 

$  174 
6.5% 
6.0% 

(5) 

$   15 

.56% 


$2,158 
38.71% 
36.28% 

(2) 

$2,158 

100% 

$  595 

10.7% 

9.0% 


55 
.99% 


$  1,444  (9) 
13.27%  (9) 
13.02%   (9) 


N/A 
N/A 


N/A 
N/A 


668  (9) 
6.1%  (9) 
6.0%   (9) 


$  3,605   $631 

33.13%   (9) 

(8)   (9) 


(1)  Actual  percentages  exceed  required  percentages  (unless  otherwise  footnoted)  because  contributions 
include  amounts  for  buybacks. 

(2)  The  employer's  contributions  include  fees  from  drivers'  licenses  and  vehicle  registrations. 

(3)  The  employer  also  should  contribute  district  court  fees  equal  to  34.71%  of  covered  payroll  and  25%  of 
Supreme  Court  fees.  However,  during  the  year  ending  June  30,  1992,  actual  contributions  did  not  cover 
the  year's  normal  cost.  District  Court  fees  covered  approximately  22%  of  payroll  rather  than  34.71%. 

(4)  The  einployer's  contribution  includes  all  collections  from  fines  and  forfeited  bonds  related  to  fish 
and  game  law  violations. 

(5)  For  members  elected  or  appointed  after  July  1,  1983,  the  contribution  rate  is  7%  of  salary. 

(6)  Members  employed  before  July  1,  1975,  contribute  6.0%  of  salary;  members  employed  on  or  after  Jufy  1, 
1975,  and  prior  to  July  1,  1979,  contribute  7.2%  of  salary;  members  employed  on  or  after  July  1,  1979, 
contribute  8.7%  of  salary. 

(7)  The  $3,202,000  contribution  by  the  state  equals  15.66%  of  active  policemen's  salaries  and  is 
contributed  from  a  premium  tax  on  motor  vehicle  property  and  casualty  insurance  policies.   It  includes 
$1,214,965  for  post -retirement  benefits  for  members  retired  before  July  1,  1985.  The  state's 
contribution  is  66.7%  of  total  Employer  and  Other  contributions. 

(8)  The  $3,605,000  contribution  by  the  state  equals  23.27%  of  total  firefighters'  compensation  and  is 
contributed  from  a  premium  tax  on  insurance  risks.  It  includes  $1,008,872  for  post- retirement 
benefits  for  retired  members.  The  state's  contribution  is  71.4%  of  total  Employer  and  Other 
contributions. 

(9)  This  retirement  plan  is  in  the  process  of  being  actuarially  valuated.  The  state  contributes  5%  of 
fire  insurance  premium  taxes  collected. 

(10)  Other  contributions  include  a  retirement  adjustment  payment  from  the  state's  General  Fund  for  retirees 
of  state,  local  and  teacher  retirement  systems  who  are  Montana  residents. 

(11)  The  eirployer,  enployee,  and  other  contribution  amounts  do  not  always  tie  directly  to  the  financial 
schedules  because  of  minor  differences  in  the  methods  of  combining  revenue  classifications  and  the 
effect  of  prior  year  adjustments. 
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Appendix  -  Unaudited 


The  following  illustrations  show  trend  information  related  to  each  of  the  retirement  systems  and 
the  Volunteer  Firefighters'  Retirement  Plan.   The  first  page  of  each  illustration,  except  for  the 
Volunteer  Firefighters',  reports  the  unfunded  liability  and  number  of  years  required  to  amortize 
the  unfunded  liability  for  each  of  the  seven  retirement  systems.    An  arbitrary  period  of  40  years 
was  utilized  in  some  instances.   For  these  years  the  actuary  reported  the  contribution  rate  at  that 
specific  time  was  insufficient  to  amortize  the  unfunded  liability  over  forty  years,  but  did  not 
compute  the  actual  number  of  years  required  to  amortize  the  unfunded  liability.   The  Volunteer 
Firefighters'  Compensation  Act  is  statutorily  funded  and;  therefore,  illustrations  on  unfunded 
liability  are  not  relevant.   Also  each  illustration  presents  trend  information  showing  revenue  by 
source,  expenses  by  type,  and  an  analysis  of  funding  progress  for  the  retirement  systems.   This 
trend  information  may  not  agree  directly  to  the  financial  schedules  because  of  minor  differences 
in  the  method  of  combining  revenue  and  expense  categories,  and  prior  year  adjustments. 
However,  the  trend  information  has  been  reconciled  to  the  financial  schedules  and  there  are  no 
significant  differences. 

Page 

Illustration  1  Public  Employees'  Retirement  System B-3 

Illustration  2  Municipal  Police  Officers'  Retirement  System B-6 

Illustration  3  Game  Wardens'  Retirement  System B-9 

Illustration  4  Sheriffs'  Retirement  System    B-12 

Illustration  5  Judges'  Retirement  System    B- 1 5 

Illustration  6  Highway  Patrol  Officers'  Retirement  System B-18 

Illustration  7  Firefighters'  Unified  Retirement  System B-21 

Illustration  8  Volunteer  Firefighters'  Retirement  Plan    B-24 
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Illustration  1 
Public  Employees'  Retirement  System 


As  of 
July  1 
1972 
197A 
1976 
1978 
1980 
1982 
1984 
1986 
1988 
1990 
1992 


Unfunded 

Liabi I i ty 

$  66,900,000 

70,900,000 

129,300,000 

150,100,000 

217,097,000 

273,524,351 

281,932,440 

275,203,197 

298,511,691 

277,914,904 

277,096,522 


Number   of   Years 

Required   to  Amortize 

the  Unfunded  Liability 

•40.00     + 

33.00 

24.00 

37.00 

48.20 

42.47 

36.58 

28.24 

24.96 

21.76 

18.25 


350 


300 


50  - 


Unfunded  Liability 


1972  1974  1976  1978  1980  1982  1984  1986  1988  1990  1992 

As  of  July  ist 


60 


Number  of  Years  Roquired  to 
ArTioiti/-«  Uiifurnieii  Uai'>ility 


10 


1972  1974  1976  1978  1980  1982  1984  1986  1988  1990  1992 

As  c'  July  lot 


Source:  Conpiled  by  the  Legislative  Auditor's  Office  frco  PERD  records.  'See  page  B-1. 
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State  of  Montana 
Public  Employees'  Retirement  System 


Comparative  Summary  o 

f  Revenue 

by  Source 

Fiscal 

Contributions 

Investment 

Year 
1982-83 

Member 
$22,671,919 

Employer 

State 
0 

Income 

Total 
$  81,753,869 

$23,193,749   $ 

$35,888,201 

1983-84 

23,835,463 

24,816,532 

0 

41,230,396 

89,882,391 

1984-85 

25,396,735 

26,416,122 

0 

48,275,253 

100,088,110 

1985-86 

26,402,314 

27,959,431 

0 

58,592,716 

112,954,461 

1986-87 

26,950,278 

27,780,197 

0 

63,402,152 

118,132,627 

1987-88 

26,550,730 

27,051,103 

0 

64,602,096 

118,203,929 

1988-89 

27,949,134 

28,278,455 

0 

72,187,744 

128,415,333 

1989-90 

32,557,391 

30,468,668 

0 

77,924,143 

140,950,202 

1990-91 

32,528,300 

31,239,943 

0 

80,628,734 

144,396,977 

1991-92 

36,166,558 

33,864,992    1 

,379 

402 

85,676,533 

157,087,485 

Comparative  Sumnary 

of  Expenses 

by  Type 

Fiscal 

Admin 

Year 

Benefits 

Refunds 

Expenses 

Other 

Total 

1982-83 

$25,036,076 

$  6,230,042 

$  604,641 

$   88,632 

$31,959,391 

1983-84 

29,134,512 

6,838,769 

715,150 

(434,424) 

36,254,007 

1984-85 

31,237,495 

8,428,750 

669,816 

122,372 

40,458,433 

1985-86 

36,595,794 

8,195,090 

767,312 

2,917,140 

48,475,336 

1986-87 

39,092,230 

8,547,578 

901,532 

(44,798) 

48,496,542 

1987-88 

43,899,458 

8,986,375 

944,886 

254,846 

54,085,565 

1988-89 

46,270,098 

11,403,305 

957,233 

376,377 

59,007,013 

1989-90 

50,541,097 

10,093,440 

997,001 

471,430 

62,102,968 

1990-91 

54,154,119 

9,542,122 

993,342 

1,232,919 

65,922,502 

1991-92 

59,015,587 

8,313,344 

1,389,371 

135,157 

68,853,459 

Analysis  of  Funding  Progress 
(In  Mi  1 1  ions  of  Dol lars) 


Fiscal  Year 

Net  Assets  Available  for  Benefits* 

Pension  Benefit  Obligation 

Percent  Funded 

Unfunded  PBO 

Annual  Covered  Payroll 


1988     1989 
$692.7  $  762.2 
$945.7  $1,042.2 

73.2%    73.1% 
$253.0  $  280.0 


1990      1991     1992 

$  841.0  $  919.5  $1,007.7 

$1,093.8  $1,173.9  $1,294.7 

76.9%      78.3%    77.8% 

$  252.8  $  254.4  $  287.0 


$466.2  $  471.2   $  476.6   $  510.4  $  548.1 


54.3% 


59.4% 


53.0% 


49.8% 


52.4% 


Covered  Payroll 

Note  1 

Expressing  the  net  assets  available  for  benefits  as  a  percentage  of  the  pension  benefit 
obligation  (PBO)  provides  one  indication  of  the  system's  funding  status.  Analysis  of 
this  percentage  over  time  indicates  whether  the  system  is  becoming  financially  stronger 
or  weaker.  Generally,  the  greater  this  percentage,  the  stronger  the  system.  Expressing 
the  unfunded  PBO  as  a  percentage  of  annual  covered  payroll  approximately  adjusts  for  the 
effects  of  inflation  and  aids  analysis  of  the  system's  progress  made  in  accumulating 
sufficient  assets  to  pay  benefits.  Generally,  the  smaller  this  percentage,  the  stronger 
the  system. 

This  comparative  information  is  only  available  from  FY88  to  FY92. 

*Net  assets  at  cost. 


Source:  Obtained  from  the  PERD  annual  report  for  fiscal  year  1991-92. 
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State  of  Montana 
Public  Employees'  Retirement  Svstem 


Summary  of  Significant  Changes  Affecting  Funding: 

1988  -     Changes    in   actuarial   assumptions    resulted    in   a   decrease   to    PBO   of 

$4,308,294.  Specific  changes  included:  a)  the  mortality  rates  updated  to 
the  1983  Group  Annuity  Mortality  Table,  b)  the  disability  rate  updated  to 
the  1983  Disability  Table,  c)  the  withdrawal  rates  revised  based  on  actual 
experience  in  a  1987  study,  and  d)  the  annual  .75  percent  payroll  merit 
increase  assumption  was  dropped.  The  5-year  period  4  percent  salary  cost 
of  living  increase  assumption  was  removed.  The  salary  assumption  assumes 
an  increase  of  6.5  percent  annually. 

1 989  -      An  increase  in  the  benefit  formula  from  1  /60  to  1  /56  of  final  compensation 

effective  4/ 1 5/89  resulted  in  an  increase  to  PBO  of  $54,34 1 , 1 02.  Phased  in 
rate  increased  for  fiscal  years  1990,  1991,  1992,  and  1993  were  established 
to  fund  new  benefit  provisions. 

Source:  Obtained  fron  PERO. 
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Illustration  2 
Municipal  Police  Officers'  Retirement  System 


As  of 
July  1 
1977 
1978 
1980 
1982 
1984 
1986 
1988 
1990 
1992 


Unfunded 
Liabi I i ty 
$23,089,889 
13,744,041 
27,812,318 
31,062,325 
32,492,453 
34,759,407 
34,926,327 
33,963,221 
35,350,743 


Number  of  Years 
Required  to  Amortize 
the  Unfunded  Liability 
*40.00  + 
40.83 
*40.00  + 
*40.00  + 
35.92 
33.60 
29.51 
26.19 
24.71 


S  Amounts  (Millions) 
£o                8                8                8                8 

Unfunded  Liability 

^             '            ^^^ 

^ 

V 

1                 1                1                 1                 1                 1                 1 

77     1378     1980     1982     1984     1986     1988     1990     1992 
As  of  July  1 5t 

50 


Number  of  Years  Required  to 
Amortize  Unfunded  Liability 


10 


00 


1977  1978  1980  19B2  1934  1986  1988  1990  1992 
As  Of  July  1st 


Source:  Conpiled  by  the  Legislative  Auditor's  Office  from  PERD  records.  "See  page  B-1. 
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State  of  Montana 
Municipal  Police  Officers'  Retirement  Svstem 


Comparative  Stirmarv  of 

Revenue  by  Sou 

rce 

Fiscal 

Contributions 

Investment 

Year 
1982-83 

Member 
$525,904 

Employer 
$1,283,056 

Supplement 
$  700,904 

Other 
$1,200,253 

Income 

Total 
$5,016,125 

$1,306,008 

1983-84 

553,306 

1,234,377 

819,257 

1,277,263 

1,575,775 

5,459,978 

1984-85 

577,408 

1,306,400 

877,824 

1,223,420 

1,893,642 

5,878,694 

1985-86 

631,450 

1,201,219 

913,374 

1,425,692 

2,499,684 

6,671,419 

1986-87 

638,083 

1,237,493 

961,504 

1,537,632 

2,519,097 

6,893,809 

1987-88 

671,626 

1,254,341 

1,003,643 

1,573,901 

2,559,971 

7,063,482 

1989-90 

670,186 

1,409,323 

1,178,523 

1,603,474 

2,855,989 

7,717,495 

1989-90 

714,044 

1,341,047 

1,207,851 

1,648,599 

3,016,789 

7,928,330 

1990-91 

777,844 

1,458,306 

1,067,736 

1,727,359 

3,168,815 

8,200,060 

1991-92 

927,199 

1,634,448 

1,214,965 

1,986,480 

3,260,388 

9,023,480 

Compa 

rative  Summary 

of  Expenses 

by  Type 

Fiscal 

Admin 

Year 

Benefits 

Refunds 

Expenses 

Other 

Total 

1982-83 

$2,743,215 

$  14,819 

$15,676 

$(149,481) 

$2,624,229 

1983-84 

2,926,085 

71,241 

20,637 

(79,040) 

2,938,923 

1984-85 

3,151,287 

108,187 

18,734 

602,337 

3,880,545 

1985-86 

3,463,618 

79,197 

24,191 

(2,613) 

3,564,393 

1986-87 

3,696,827 

45,680 

26,244 

0 

3,768,751 

1987-88 

3,989,794 

94,404 

22,849 

12,295 

4,119,342 

1988-89 

4,272,625 

132,755 

20,077 

7,513 

4,432,970 

1989-90 

4,638,412 

239,216 

19,626 

31,885 

4,929,139 

1990-91 

4,843,076 

100,565 

22,208 

254,596 

5,220,445 

1991-92 

5,329,830 

88,060 

30,788 

(25,252) 

5,423,426 

Analysis  of  Funding  Progress 

(In  Mill  ions  of  Dol lars) 

Fiscal  Year                       1988  1989  1990 

Net  Assets  Available  for  Benefits*  $28.4  $31.7    $34.7 

Pension  Benefit  Obligation  $63.2  $66.5    $70.3 

Percent  Funded                    44.9%  47. 7X  49.4% 

Unfunded  PBO  $34.8  $34.8    $35.6 

Annual  Covered  Payroll  S  9.8  $  9.9    $10.5 
Unfunded  PBO  as  a  Percent  of 

Covered  Payroll  355. U  351.5%    339.0% 

This  comparative  information  is  only  available  from  FY88  to  FY92. 

*Net  assets  at  cost. 

See  note  1  on  page  B-4. 


316.5%   322.8% 


Source:  Obtained  fro«  the  PERD  amual  report  for  fiscal  year  1991-92. 
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State  of  Montana 
Municipal  Police  Officers'  Retirement  System 


Summary  of  Significant  Changes  Affecting  Funding: 

1988  -  Changes  in  actuarial  assumptions  resulted  in  an  increase  to  PBO  of 
$457,872.  Specific  changes  included:  a)  the  mortality  rates  were  updated 
to  the  1983  Group  Annuity  Mortality  Table,  b)  the  disability  rate  was 
updated  to  the  1983  Disability  Table,  and  c)  the  annual  .75  percent  payroll 
merit  increase  assumption  was  dropped.  The  5-year  period  4  percent  salary 
cost  of  living  increase  assumption  was  removed.  The  salary  assumption 
assumes  an  increase  of  6.5  percent  annually. 

1992  -  As  of  7/1/91,  benefits  were  improved  to  allow  members  to  retire  after  20 
years  of  service  regardless  of  age.  This  provision  is  funded  by  an  increase 
in  state  contributions  from  15.06  percent  to  15.66  percent,  an  increase  in 
cities'  contribution  rate  from  13.02  percent  to  13.92  percent  and  an  increase 
in  employee  contributions  to  7.2  percent  for  new  hires  after  6/30/75  and 
8.7  percent  for  new  hires  after  6/30/79.  These  changes  caused  PBO  to 
increase  by  $4,925,000. 

Source:  Obtained  from  PERD. 
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Illustration  3 
Game  Warden's  Retirement  System 


As  of 

July  1 
1970 
1972 
1974 
1976 
1978 
1980 
1982 
1984 
1986 
1988 
1990 
1992 


Unfunded 
Liabi  i  i  ty 
$1,020,624 
2,045,000 
2,344,000 
3,093,000 
3,587,419 
3,261,025 
4,169,898 
3,475,610 
3,046,933 
2,159,051 
1,724,446 
682,606 


Number  of  Years 
Required  to  Amortize 
the  Unfunded  Liability 
•40.00  + 
•40.00  + 
•40.00  + 
•40.00  + 
•40.00  + 
20.28 
38.41 
15.57 
18.60 
11.27 
8.78 
4.06 


0.5 
0.4 

CO 

c 
o 
=  0.3 

|o.2 

< 

0.1 

0 
19 

Unfunded  Liability 

p:;5^5= 

r 

70  1972  197')  1976  1978  1980  1982  1984  1986  1988  1990  1992 

As  of  July   1st 

50 


40 


Number  of  Years  Reqo-red  to 
Amortize  Untuncod  U^bilily 


120 


10 


00 L. 


1970  1972  1974  1976  1978  19B0  1982  1984  1986  1988  1990  1992 

As  o'  July  Isi 


Source:  Coapiled  by  the  Legislative  Auditor's  Office  from  PERD  records.   *See  page  B-1. 
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State  of  Montana 
Game  Wardens'  Retirement  System 


Comparative 

Suimary 

of  Revenue  by  Source 

Fiscal 

Contributions 

Investment 

Year 
1982-83 

Metnber 
$161,460 

Employer 

State 
$     0 

Fines 
$233,833 

Income 

Total 
$  968,206 

$163,389 

$ 

409,524 

1983-8A 

154,959 

157,626 

0 

272,841 

496,613 

1,082,039 

1984-85 

151,341 

153,074 

0 

260,860 

589,449 

1,154,724 

1985-86 

177,302 

158.392 

0 

221,265 

787,657 

1,344,616 

1986-87 

193,279 

172,155 

0 

218,582 

737,861 

1,321,877 

1987-88 

246,066 

170,626 

0 

221,358 

848,892 

1,486,942 

1988-89 

227,577 

177,998 

0 

236,930 

929,032 

1,571,537 

1989-90 

203,877 

252,561 

0 

207,232 

929,652 

1,593,322 

1990-91 

196,239 

175,548 

0 

295,346 

957,919 

1,625,052 

1991-92 

210,764 

185,745 

18 

439 

270,845 

1 

,025,555 

1,711,348 

Compa 

native  Summary 

of  Expenses  by  Type 

Fiscal 

Admin 

Year 

Benefits 

Refunds 

Expenses 

Other 

Total 

1982-83 

$278,240 

$    16 

$  3,768 

$   (90) 

$281,934 

1983-84 

298,787 

325 

4,510 

(1,763) 

301,859 

1984-85 

301,159 

3,776 

4,199 

(969) 

308,165 

1985-86 

383,440 

16,353 

5,192 

(4,536) 

400,449 

1986-87 

408,698 

56,728 

6,119 

0 

471,545 

1987-88 

432,327 

35,659 

6,707 

(1,700) 

472,993 

1988-89 

544,591 

49,590 

3,971 

30,445 

628,597 

1989-90 

685,390 

1,287 

3,965 

9,278 

699,920 

1990-91 

717,300 

2,113 

4,645 

59 

724,117 

1991-92 

778,714 

11,092 

5,099 

804 

795,709 

Analysis  of  Fundi 

iQ   Progress 

(In  Millions  of 

Dollars) 

Fiscal  Year                       1988 
Net  Assets  Available  for  Benefits*     $  9.0 

1989 
$  9.9 

1990 
$10.8 

1991 
$11.7 

1992 
$12.6 

Pension  Benefit  Obligation          $11.0 

$  12.0 

$12.9 

$13.5 

$14.2 

Percent  Funded                     81.8 

82.5 

83.7 

86.7 

88.7 

Unfunded  PBO                      $  2.0 

$  2.1 

$  2.1 

$  1.8 

$  1.6 

Annual  Covered  Payroll             $  2.2 

$  2.0 

$  2.2 

$  2.4 

$  2.5 

Unfunded  PBO  as  a  Percent  of 

Covered  Payroll                   90.9% 

105.0% 

95.5% 

75.0% 

64.0% 

This  comparative  information  is  only  available 

from  FY88 

to  FY92. 

*Net  assets  at  cost. 

See  note  1  on  page  B-4. 

Source:  Obtained  frcn  the  PERO  annual  report  for  fiscal  year  1991-92. 
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State  of  Montana 
Game  Wardens'  Retirement  System 


Summary  of  Significant  Changes  Affecting  Funding: 

1 988  -  Changes  in  actuarial  assumptions  resulted  in  an  increase  to  PBO  of  $2 1 ,384. 
Specific  changes  included:  a)  the  mortality  rates  updated  to  the  1983  Group 
Annuity  Mortality  Table,  b)  the  disability  rate  updated  to  the  1983 
Disability  Table,  and  c)  the  annual  .75  percent  payroll  merit  increase 
assumption  was  dropped.  The  5-year  period  4  percent  salary  cost  of  living 
increase  assumption  was  removed.  The  salary  assumption  assumes  an 
increase  of  6.5  percent  annually. 

Source:     Obtained  from  PERD. 
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As  of 
July  1 
1976 
1978 
1980 
1982 
1984 
1986 
1988 
1990 
1992 


Illustration  4 
Sheriffs'  Retirement  System 


Number  of  Years 

Unfunded 

Required  to  Amortize 

Liabi I i ty 

the  Unfunded  Liability 

$2,366,580 

*40.00     + 

2,289,379 

21.30 

1,980,797 

20.80 

2,819,340 

24.38 

1,415,825 

10.98 

0 

0.00 

0 

0.00 

0 

0.00 

0 

0.00 

3 
2.5 

?       2 

o 

1 

f    1.5 

o 

E 
< 

M              1 

0.5 

0 
19 

Number  o1  Years  Required  to 
Amortize  Unfunded  Liability 
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76      1978      1980      1982      1984      1986      1988      1990      1992 
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o 

r 

10 

0 
19 

Numtjor  of  Years  Required  to 
Amortize  Unfundod  Liability 

\ 

V^^^^ 

\ 

\ 

76      1978      1980      1982      1984      198G      1988       1990      19 
As  o'  Juiy  IsE 

92 

Source:  Conpiled  by  the  Legislative  Auditor's  Office  from  PERD  records.  *See  page  B-1. 
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State  of  Montana 
Sheriffs'  Retirement  System 


Comparative  SLmnary 

of 

Revenue 

by  Source 

Fiscal 

Contributions 

Investment 

Year 
1982-83 

Member 
$  699,752 

Employer 

State 
$     0 

Income 

Total 
$2,529,686 

$ 

749,132 

$1,080,802 

1983-84 

752,392 

805,584 

0 

1,363,181 

2,921,157 

1984-85 

784,899 

842,733 

0 

1,704,246 

3,331,878 

1985-86 

822,921 

892,416 

0 

2,370,170 

4,085,507 

1986-87 

836,232 

890,441 

0 

2,252,834 

3,979,507 

1987-88 

780,521 

839,509 

0 

2,526,090 

4,146,120 

1988-89 

833,357 

871,136 

0 

2,764,330 

4,468,823 

1989-90 

918,158 

928,191 

0 

3,012,704 

4,859,053 

1990-91 

976,490 

989,827 

0 

3,153,816 

5,120,133 

1991-92 

1,089,237 

1 

,088,347 

18 

,132 

3,410,222 

5,605,938 

Comparative  Summary 

of  Expenses 

by  Type 

Fiscal 

Admin 

Year 

Benefits 

Refunds 

Expenses 

Other 

Total 

1982-83 

$204,439 

$136,442 

$11,957 

$  6,794 

$  359,632 

1983-84 

222,818 

278,658 

16,119 

(14,727) 

502,868 

1984-85 

242,054 

219,951 

14,992 

11,372 

488,369 

1985-86 

306,424 

308,047 

17,824 

34,358 

666,653 

1986-87 

383,982 

577,233 

19,675 

0 

980,890 

1987-88 

440,142 

415,918 

18,977 

22,955 

897,992 

1988-89 

465,958 

561,415 

15,318 

28,529 

1,071,220 

1989-90 

564,657 

456,243 

15,725 

47,075 

1,083,700 

1990-91 

729,112 

534,151 

16,859 

10,456 

1,290,578 

1991-92 

781,090 

271,057 

14,789 

(92) 

1,066,844 

Analysis  of  Funding  Progress 

(In  Mil  lions  of 

Dol lars) 

Fiscal  Year                      1988 
Net  Assets  Available  for  Benefits*    $  25.7 

1989 
$  29.1 

1990 
$  32.9 

1991 
$  36.7 

1992 
$  41.3 

Pension  Benefit  Obligation          $  18.3 

$  20.5 

$  23.7 

$  26.8 

$  32.6 

Percent  Funded                    140. 4X 

142.0% 

138.8% 

136.9% 

126.7% 

Unfunded  PBO                      $  (7.4) 

$  (8.6) 

$  (9.2) 

$(9.9) 

$  (8.7) 

Annual  Covered  Payroll              $  11.2 

$  11.3 

$  11.8 

$  12.9 

$  13.7 

Unfunded  PBO  as  a  Percent  of 

Covered  Payroll                   (66.1)% 

(76.1)% 

(78.0)% 

(76.7)% 

(633K 

This  comparative  information  is  only  available 

from  FY88 

to  FY92. 

•Net  assets  at  cost. 

See  note  1  on  page  B-4. 

Source:  Obtained  froi  the  PERD  amual  report  for  fiscal  year  1991-92. 
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State  of  Montana 
Sheriffs'  Retirement  System 


Summary  of  Significant  Changes  Affecting  Funding: 

1988  -  Changes  in  actuarial  assumptions  resulted  in  a  decrease  to  PBO  of  $106,448. 
Specific  changes  included:  a)  the  mortality  rates  updated  to  the  1983  Group 
Annuity  Mortality  Table,  b)  the  disability  rate  updated  to  the  1983 
Disability  Table,  and  c)  the  merit  and  longevity  increase  assumptions 
removed.   The  salary  assumption  assumes  an  increase  of  6.5  percent. 

1990  -  As  of  7/1/89  retirement  was  allowed  after  24  years  for  members  hired  prior 
to  7/1/89.  Members  hired  after  that  date  must  attain  50  years  of  age. 
Members  can  retire  early  after  1 5  years  if  age  50  (previously  it  was  25  years 
and  age  55).  These  changes  caused  PBO  to  increase  by  $2,569,000. 

1992  -  As  of  7/1/91  benefits  were  improved  to  provide  one-half  pay  after  24 
years.   This  change  caused  PBO  to  increase  by  $1,048,000. 

Source:     Obtained  froai  PERD. 
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Illustration  5 
Judges'  Retirement  Svstem 


As  of 

July  1 
1970 
1972 
1974 
1976 
1978 
1980 
1982 
1984 
1986 
1988 
1990 
1992 


Unfunded 
Liabi I i ty 
$  919,147 
1,261,000 
2,138,000 
1,751,000 
3,461,701 
4,221,166 
5,561,446 
6,366,475 
5,061,998 
4,060,634 
3,364,480 
4,183,758 


Number  of  Years 

Required  to  Amortize 

the  Unfunded  Liability 

43.00 

42.00 

65.00 
*40.00  + 
•40.00  + 
*40.00  + 
•40.00  + 
150.00 
•49.61 
•35.01 
•26.72 
•27.33 


26 

Unlunded  Llnbllltv 

20 

/ r~:-^.^_/ 

? 
o 
=  15 

c 
1  10 

/■           ' 

,^^—^ 

5 

0 
19 

y^ 

1      1      1      )      t      1      1      1      1 

72  1974  1976  1978   1980  1982  19B4   1986   1988  1990  19 

92 

As  of  July  1  s( 

•The  funding  actually  received  by  the  Judges'  Retirement  System  is  not  sufficient  to  fund  the 
system.  The  nunt)er  of  years  required  to  amortize  the  unfunded  liability  since  1986  was 
calculated  given  contribution  rates  not  actual  funding.  See  disclosure  issue  on  page  11  of 
report. 


Source:  Ccapiled  by  the  Legislative  Auditor's  Office  from  PERD  records.  "See  page  B-1. 
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State  of  Montana 
Judges'  Retirement  System 


Comoarative 

Sunmarv  of 

Revenue  by  Source 

Fiscal 

Contributions 

Court 

Investment 

Year 
1982-83 

Member 
$102,936 

Employer 

State 
$    0 

Fees 
$359,719 

Income 

Total 
$1,001,254 

$102,936 

$  435,663 

1983-84 

109,392 

113,333 

0 

567,151 

525,520 

1,315,396 

198A-85 

119,603 

117,331 

0 

608,812 

640,363 

1,486,109 

1985-86 

127,395 

125,992 

0 

648,135 

829,759 

1,731,281 

1986-87 

126,818 

122,602 

0 

549,873 

879,367 

1,678,660 

1987-88 

128,182 

123,595 

0 

449,862 

952,217 

1,653,856 

1988-89 

131,317 

124,390 

0 

513,274 

1,060,762 

1,829,743 

1989-90 

151,873 

130,781 

0 

546,411 

1,155,035 

1,984,100 

1990-91 

161,272 

137,621 

0 

556,251 

1,210,391 

2,065,535 

1991-92 

174,072 

149,077 

15, 

149 

562,540 

1,269,015 

2,169,853 

Compa 

native  Summary  of 

Expenses  by 

Type 

Fiscal 

Admin 

Year 

Benefits 

Refunds 

Expenses 

Other 

Total 

1982-83 

$329,149 

$    0 

$3,103 

$(70,548) 

$261,704 

1983-84 

410,439 

0 

3,631 

0 

414,070 

1984-85 

417,235 

0 

3,553 

0 

420,788 

1985-86 

437,240 

2,939 

4,489 

6,495 

451,163 

1986-87 

436,094 

22,766 

5,142 

(21,834) 

442,168 

1987-88 

447,269 

0 

5,763 

1 

453,033 

1988-89 

471,154 

0 

3,020 

(8,892) 

465,282 

1989-90 

568,382 

41,849 

2,788 

465 

613,484 

1990-91 

573,762 

0 

3,143 

3,182 

580,087 

1991-92 

636,596 

27,191 

4,365 

(195) 

667,957 

Analysis  of  Funding  Progress 
(In  Millions  of  Dollars) 

Fiscal  Year 

Net  Assets  Available  for  Benefits* 

1988 

$10.2 

1989 

$11.6 

1990 

$12.9 

1991 

$14.4 

1992 

$15.9 

Pension  Benefit  Obligation 

$15.0 

$16.2 

$18.0 

$20.8 

$22.5 

Percent  Funded 

68.0% 

71.6% 

71.r/o 

69.2% 

70.7% 

Unfunded  PBO 

$  4.8 

$  4.6 

$  5.1 

$  6.4 

$  6.6 

Annual  Covered  Payroll 

$  2.1 

$  2.1 

$  2.2 

$  2.4 

$  2.7 

Unfunded  PBO  as  a  percent  of 
Covered  Payrol I 

228.6% 

219.0% 

231.8% 

266.7% 

244.4% 

This  comparative  information  is  only 

avai lable  from 

FY88  to  FY92. 

*Net  assets  at  cost. 

See  note  1  on  B-4. 

Source:  Obtained  from  the  PERD  annual  report  for  fiscal  year  1991-92. 
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State  of  Montana 
Judges'  Retirement  System 


Summary  of  Significant  Changes  Affecting  Funding: 

1988  -  Changes  in  actuarial  assumptions  resulted  in  a  decrease  to  PBO  of  $233,346.  Specific 
changes  included:  a)  the  mortality  rates  updated  to  the  1983  Group  Annuity  Mortality 
Table,  b)  the  disability  rate  updated  to  the  1983  Disability  Table,  and  c)  the  annual 
.75  percent  payroll  merit  increase  assumption  was  dropped.  The  5-year  period  4  percent 
salary  cost  of  living  increase  assumption  was  removed.  The  salary  assumption  assumes  an 
increase  of  6.5  percent  annually. 

1992  -  An  increase  in  benefits  for  years  of  service  over  15  from  I  percent  to  1.78  percent.  Plus 
benefits  are  increased  at  the  same  rate  of  compensation  increased  to  active  members. 
Employee  rates  increased  from  6.00  to  7.00  percent  for  all  employees.  These  changes 
caused  PBO  to  increase  by  $1,614,000. 

Source:   Obtained  from  PERD. 
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Illustration  6 
Highway  Patrol  Officers'  Retirement  System 


As  of 
July  1 
1972 
1974 
1976 
1978 
1980 
1982 
1984 
1986 
1988 
1990 
1992 


$ 


Unfunded 

Liabi 1 i ty 

3,425,000 

4,569,000 

7,057,000 

8,144,931 

8,179,255 

10,872,809 

10,791,410 

20,900,452 

20,642,620 

19,513,336 

23,736,147 


Number  of  Years 
Required  to  Amortize 
the  Unfunded  Liability 
*40.00  + 
*40.00  + 
*40.00  + 
*40.00  + 
•40.00  + 
*40.00  + 
49.81 
37.29 
36.65 
31.97 
28.80 


Uniunded  Llabltlty 
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As  of  July  tst 


Source:  Ccnpiled  by  the  Legislative  Auditor's  Office  from  PERD  records.  *See  page  B-1. 
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State  of  Montana 
Highway  Patrol  Officers'  Retirement  System 


Compa 

native  Sunna 

ry  of  Revenue 

by  Source 

Fiscal 

Contributions 

License 

Regis 

Investment 

Year 
1982-83 

Member 
$399,942 

Employer 

State 
$     0 

Fees 
$     0 

Fees 
$     0 

Income 

Total 
$2,233,653 

$  919,137 

$  914,574 

1983-84 

376,444 

826,266 

0 

0 

0 

1,095,346 

2,298,056 

1984-85 

385,702 

857,476 

0 

0 

0 

1,287,715 

2,530,893 

1985-86 

487,531 

881,180 

0 

650,619 

0 

1,653,267 

3,672,597 

1986-87 

464,598 

874,408 

0 

654,896 

0 

1,782,805 

3,776,707 

1987-88 

448,324 

843,118 

0 

645,131 

0 

1,934,991 

3,871,564 

198a-89 

439,807 

893,383 

0 

417,881 

0 

2,160,631 

3,911,702 

1989-90 

449,680 

890,069 

0 

605,896 

205,572 

2,306,875 

4,458,092 

1990-91 

467,494 

903,476 

0 

531,295 

247,625 

2,380,829 

4,530,719 

1991-92 

595,555 

1,503,561 

55,142 

587,593 

287,593 

2,541,927 

5,571,371 

ComDarative  Summary  of  Expenses  by  Type 

Fiscal 

Admin 

Year 

Benefits 

Refunds 

Expenses 

Other 

Total 

1982-83 

$  753,153 

$   346 

$  8,205 

$  (1,701) 

$  760,003 

1983-84 

805,749 

11,815 

10,217 

(2,823) 

824,958 

1984-85 

843,029 

1,911 

9,434 

(3,747) 

850,627 

1985-86 

974,114 

1,696 

11,431 

6,132 

993,373 

1986-87 

1,159,078 

34,022 

13,240 

0 

1,206,340 

1987-88 

1,388,129 

3,130 

14,388 

(1,159) 

1,404,488 

1988-89 

1,560,984 

35,699 

10,251 

318,409 

1,925,343 

1989-90 

1,698,352 

2,069 

10,033 

6,714 

1,717,168 

1990-91 

1,897,390 

52,982 

10,756 

7,868 

1,968,996 

1991-92 

2,350,083 

10,190 

14,757 

221,154 

2,596,184 

Analysis  of  Funding  Progress 

(In  M  i 1 1 i  ons 

of  Dol lars) 

Fiscal  Year 

1988 

1989 

1990 

1991 

1992 

Net  Assets  Available  for  Benefits* 

$20.9 

$22.9 

$25.6 

$28.2 

$31.2 

Pension  Benefit  Obligation 

$40.8 

$42.8 

$45.7 

$53.0 

$57.0 

Percent  Funded 

51.2% 

53.5% 

56.0% 

53.2% 

54.7% 

Unfunded  PBO 

$19.9 

$19.9 

$20.1 

$24.8 

$25.8 

Annual  Covered  Payroll 

$  4.9 

$  4.8 

$  5.2 

$  5.2 

$  5.6 

Unfunded  PBO  as  a  Percent  of 

Covered  Payrol I 

406. U 

414.6% 

386.5% 

476.9% 

460.7% 

This  comparative  information  is  on 

y  avai lable  from 

FY88  to  FY92. 

•Net  assets  at  cost. 

See  note  1  on  page  B-4. 

Sotirce:  Obtained  fro*  the  PERD  annual  report  for  fiscal  year  1991-92. 
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State  of  Montana 
Highway  Patrol  Officers'  Retirement  System 


Summary  of  Significant  Changes  Affecting  Funding: 

1988  -  Changes  in  actuarial  assumptions  resulted  in  an  increase  to  PBO  of 
$175,225.  Specific  changes  included:  a)  the  mortality  rates  updated  to  the 
1983  Group  Annuity  Mortality  Table,  b)  the  disability  rate  updated  to  the 
1983  Disability  Table,  and  c)  the  annual  .75  percent  payroll  merit  increase 
assumption  was  dropped.  The  5-year  period  4  percent  salary  cost  of  living 
increase  assumption  was  removed.  The  salary  assumption  assumes  an 
increase  of  6.5  percent  annually. 

1992  -  Benefits  improved  to  provide  one-half  pay  after  20  years  rather  than  25. 
A  minimum  benefit  of  2  percent  of  the  base  salary  of  a  new  officer  for 
each  year  of  service  also  established  (minimum  cannot  increase  more  than 
5  percent  for  each  year).  Plus  a  lump  sum  payment  is  made  to  members 
who  retired  prior  to  7/1/91  if  at  least  55  and  retired  for  five  years. 
Employee  rate  increased  from  7.59  percent  to  9  percent  and  employer  rate 
increased  from  26.75  percent  to  36.28  percent  to  provide  funding.  These 
changes  caused  PBO  to  increase  by  $9,862,000. 

Source:  Obtained  froiD  PERD. 
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Illustration  7 
Firefighters'  Unified  Retirement  System 


As  of 
July  1 
1982 
1984 
1986 
1988 
1990 
1992 


Unfunded 
Liabi  i  i ty 
$41,340,507 
46,882,278 
49,126,785 
54,747,753 
55,689,839 
56,448,547 


NLTiber  of  Years 

Required  to  Amortize 

the  Unfunded  Li  ability 

*40.00     + 

42.29 

40.23 

34.25 

33.54 
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dcxSoorce:     Conjiled  by  the  Legislative  Auditor's  Office  fro«  PERD  records.     'See  page  B-1. 
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State  of  Montana 
Firefighters'  Unified  Retirement  System 


Comparative  Summary 

of  Revenue  by 

Source 

Fiscal 

Contributions 

Investment 

Year 
1982-83 

Member 
$470,055 

Employer 

State 
$1,987,917 

I ncome 

Total 
$4,703,102 

$1,169,642 

$1,075,488 

1983-84 

511,079 

1,490,980 

2,342,271 

1,384,370 

5,728,700 

1984-85 

520,534 

1,549,402 

2,431,330 

1,651,912 

6,153,178 

1985-86 

539,886 

1,236,716 

2,759,543 

2,310,399 

6,846,544 

1986-87 

553,959 

1,210,874 

3,033,477 

2,001,595 

6,799,905 

1987-88 

572,011 

1,230,022 

3,090,598 

2,263,608 

7,156,239 

1988-89 

595,142 

1,293,491 

3,161,498 

2,685,971 

7,736,102 

1989-90 

601,765 

1,305,728 

3,223,920 

2,971,661 

8,103,074 

1990-91 

642,567 

1,385,387 

3,323,317 

3,207,661 

8,558,932 

1991-92 

668,357 

1,443,810 

3,604,401 

3,302,547 

9,019,115 

Comparative  Summary 

of  Expenses 

by  Type 

Fiscal 

Admin 

Year 

Benefits 

Refunds 

Expenses 

Other 

Total 

1982-83 

$2,747,860 

$15,777 

$13,191 

$   9,845 

$2,786,673 

1983-84 

2,996,403 

48,592 

18,788 

(21,245) 

3,042,538 

1984-85 

3,216,785 

16,098 

17,393 

676,148 

3,926,424 

1985-86 

3,484,636 

32,681 

20,924 

(11,407) 

3,526,834 

1986-87 

3,730,035 

33,473 

25,531 

0 

3,789,039 

1987-88 

4,012,963 

55,851 

21,534 

3,370 

4,093,718 

1988-89 

3,997,225 

44,775 

18,916 

(74,938) 

3,985,978 

1989-90 

4,212,857 

20,472 

18,721 

26,721 

4,278,771 

1990-91 

4,494,381 

3,319 

20,539 

6,060 

4,524,299 

1991-92 

4,851,366 

33,930 

28,148 

85,403 

4,998,847 

Analysis  of  Funding 

Progress 

(In  Millions  of  Dollars) 

Fiscal  Year                         1988 
Net  Assets  Available  for  Benefits*      $26.6 

1989 
$30.4 

1990 
$34.2 

1991 
$38.2 

1992 
$  42.3 

Pension  Benefit  Obligation             $82.1 

$89.0 

$91.6 

$93.7 

$101.6 

Percent  Funded                       32.4% 

34.2% 

37.3% 

40.8% 

41 .6% 

Unfunded  PBO                      $55.5 

$58.6 

$57.4 

$55.5 

$  59.3 

Annual  Covered  Payroll               $  9.7 

$  9.7 

$10.0 

$10.3 

$  10.9 

Unfunded  PBO  as  a  Percent  of 

Covered  Payroll                    572.2% 

604.1% 

574.0% 

538.8% 

544.0% 

This  comparative  information  is  only  available  f 

-om  FY88  to 

FY92. 

*Net  assets  at  cost. 

See  note  1  on  page  B-4. 

Source:  Obtained  from  the  PERD  annual  report  for  fiscal  year  1991-92. 
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State  of  Montana 
Firefighters'  Unified  Retirement  System 


Summary  of  Significant  Changes  Affecting  Funding: 

1988  -  Changes  in  actuarial  assumptions  resulted  in  an  increase  to  PBO  of 
$387,815.  Specific  changes  included:  a)  the  mortality  rates  updated  to  the 
1983  Group  Annuity  Mortality  Table,  b)  the  disability  rate  updated  to  the 
1983  Disability  Table,  and  c)  the  annual  .75  percent  payroll  merit  increase 
assumption  was  dropped.  The  5-year  period  4  percent  salary  cost  of  living 
increase  assumption  was  removed.  The  salary  assumption  assumes  an 
increase  of  6.5  percent  annually. 

1992  -  As  of  7/1/91,  benefits  were  improved  to  provide  disability  based  on  the 
preceding  month's  earnings  rather  than  on  FAC.  State  contributions  were 
increased  from  22.98  percent  to  23.27  percent  to  fund  this  improvement. 
These  changes  caused  PBO  to  increase  by  $506,000. 

Source:  Obtained  from  PERD. 


Page  B-23 


Illustration  8 
Volunteer  Firefighters'  Compensation  Act 


Comparative 

Summary  of 

Revenue  by  Source 

Fiscal 

State 

Investment 

Year 
1983-8A 

Contribution 
$338,742 

Income 

Total 
$  804,200 

$465,458 

1984-85 

338,742 

428,166 

766,908 

1985-86 

500,000 

471,176 

971,176 

1986-87 

534,766 

483,790 

1,018,556 

1987-88 

532,187 

516,814 

1,049,001 

1988-89 

565,099 

589,366 

1,154,465 

1989-90 

583,064 

600,445 

1,183,509 

1990-91 

601,102 

660,125 

1,261,227 

1991-92 

630,961 

652,596 

1,283,557 

Comparative  Summary 

of  Expenses 

by  Type 

Fiscal 

Insurance 

Admin 

Year 

Benefits 

Payments 

Expenses 

Other 

Total 

1983-84 

$401,008 

$18,225 

$  6,939 

$(368,817) 

$  57,355 

1984-85 

267,869 

19,950 

6,408 

(691) 

293,536 

1985-86 

525,851 

20,700 

7,477 

(86,258) 

467, 770 

1986-87 

517,693 

21,825 

14,654 

16,101 

570,273 

1987-88 

328,235 

23,640 

8,384 

(58,703) 

301,556 

1988-89 

688,357 

25,542 

9,781 

44,569 

768,249 

1989-90 

365,670 

20,325 

9,897 

1,536 

397,428 

1990-91 

736,785 

22,136 

11,267 

3,117 

773,305 

1991-92 

699,557 

24,606 

17,056 

(1,632) 

739,587 

Source:     Obtained  from  the  PERD  annual  report  for  fiscal  year  1991-92. 
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DEPARTMENT  OF  ADMINISTRATION 

PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION 


MARC  BACICOT.  GOVERNOR 


.W\TE  OF  MONTANA' 


(406)  444-3154  TELEFAX  (406)  444-5428  i712  9TH  AVENUE 

PC  BOX  200131 
HELENA.  MONTANA  59620-0131 

May  25,  1993 

Scott  A.  Seacat,  Legislative  Auditor 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  MT   59620 

Dear  Mr.  Seacat: 

The  Public  Employees'   Retirement  Division  has  the  following 
response  to  your  audit  findings  and  recommendations: 

1.  Payments  to  deceased  payees.  The  Public  Employees'  Retirement 
Division  has  worked  aggressively  to  locate  the  recipients  of 
overpayments  and  begin  steps  to  recover  funds.  The  division 
has  attempted  to  approach  this  in  a  manner  that  recovers  the 
maximum  amount  possible  without  creating  an  undue  hardship  for 
persons  who  may  have  unknowingly  continued  to  accept  payments. 
To  date,  $28,146  has  been  recovered  and  work  is  continuing  to 
collect  the  remaining  amount.  The  amount  of  these 
overpayments  represents  less  than  .0004  of  the  benefits  paid 
during  the  biennium. 

The  division  has  also  established  a  policy  to  compare  payees 
to  the  social  security  death  list  on  an  annual  basis.  Death 
records  are  also  being  obtained  from  the  Montana  Department  of 
Health  on  a  monthly  basis  and  are  manually  compared  to  the 
list  of  payees. 

2.  Disabled  benefits  overpaid:  The  division  plans  to  send 
letters  to  the  Departments  of  Labor  in  the  other  states  to  see 
if  similar  earnings  information  is  available.  The  division 
will  review  information  and  establish  a  practical  procedure 
for  reviewing  earnings  of  disabled  retirees  by  July  1,  1994. 

19-3-1103,  MCA,  allows  earnings  limitations  to  be  adjusted  for 
inflation  and  provides  conversion  to  service  retirement  status 
after  a  retiree  reaches  age  60.  The  division  will  contact  the 
two  individuals  in  Montana  discovered  during  the  fiscal  audit 
and  any  others  discovered  in  other  states  to  determine  if 
repayments  are  due. 

3.  Review  of  changes  to  retirement  files:  The  employee 
conducting  the  review  of  file  changes,  resigned  concurrently 
with  the  beginning  of  the  financial  audit.  The  division's 
normal  procedure  has  been  to  train  a  replacement  and 
retroactively  audit  a  sample  of  file  changes.   The  division 
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will  change  this  procedure  and  also  crosstrain  a  backup  employee  so 
that  checks  can  continue  in  the  event  of  a  vacancy.  This  training 
is  currently  under  way.  This  review  function  is  supervised  by 
accounting  staff  in  the  Operations  Bureau  who  were  not  among  those 
questioned  by  the  audit  staff. 

4.  Inaccurate  information  provided  to  actuary:  The  division  has 
taken  significant  steps  since  the  last  audit  report  to  improve 
the  reliability  of  system  data.  Literally  thousands  of  staff 
hours  have  been  expended  to  verify  service  credits  and  to 
update  member  information.  During  the  audit  period,  the 
division  was  nearing  completion  of  an  entirely  new  automated 
system  to  maintain  all  active  member  records.  This  system  has 
been  designed  to  test  data  for  incomplete  or  inaccurate 
entries.  The  division  converted  to  the  new  system  on  May  10, 
1993. 

The  actuary  also  performs  reasonableness  tests  on  system  data 
under  contract  with  the  division.  The  actuary  has  reported 
that  data  accuracy  is  very  good  and  has  significantly  improved 
since  the  evaluation  two  years  ago.  While  some  errors  and 
omissions  continue  to  exist  on  the  old  system,  it  must  be 
remembered  that  detailed  records  on  over  52,000  individuals 
are  provided  to  the  actuary.  The  division  believes  the  error 
rate  is  statistically  insignificant  for  either  actuarial 
valuation  or  accounting  purposes. 

Errors  in  salaries  for  members  of  the  Municipal  Police 
Officers '  Retirement  System  occurred  because  the  old  computer 
sytem  did  not  retain  member  salaries.  These  were  calculated 
from  member  contribution  data  when  valuation  information  was 
generated.  The  errors  were  detected  by  the  Actuary  and  Public 
Employees'  Retirement  Division  and  corrected  before  they  were 
used  for  valuation  purposes.  The  new  computer  system  does 
contain  member  salary  data. 

In  addition  to  the  improvements  noted  above,  the  Division 
plans  to  design  additional  post  tests  to  double  check  data 
tapes  prior  to  sending  them  to  the  actuary.  These  tests  will 
be  developed  prior  to  the  biennial  valuation  in  July  1994. 

5.  Untimely  deposits:  The  division  has  changed  its  procedure  for 
dealing  with  discrepancies  in  contribution  data  from 
employers.  Deposits  are  now  made  immediately  and  any 
discrepancies  in  reporting  are  then  researched  and  corrected. 

Sincerely, 

Mark  Cress 
Administrator 
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